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November 30, 2005

VIA HAND DELIVERY
Ron Jones, Chairman
Tennessee Regulatory Authority
460 James Robertson Parkway
Nashwille, Tennessee 37219

Re: Application of Pac-West Telecomm, Inc. for a Certificate of
Convenience and Necessity to Provide Competing Local
Telecommunications Services and to Provide Facilities-Based

and Resold Interexchange Services in Tennessee
Docket No. 05-00314

Dear Chairman Jones:

Enclosed you will find the original and thirteen (13) copies of Pac-West
Telecomm’s responses to the staff data requests dated November 28, 2005.

Please contact us if you need any additional information.

Sincerely,

B2l f e )

D. Billye Sanders

Attorney for Pac-West Telecomm, Inc
cc. Richard M. Rindler

Brian McDermott
Lynne Martinez
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Re: Application of Pac-West Telecomm, Inc. for a Certificate of
Convenience and Necessity to Provide Competing Local
Telecommunications Services and to Provide Facilities-Based
and Resold Interexchange Services in Tennessee
Docket No. 05-00314

Responses to First Data Requests of the TRA Staff

Please provide the following:

1. An informational tariff detailing the services, prices, terms and conditions of
the service to be offered by Pac-West Telecomm, Inc.

RESPONSE: A copy of the tariff of Pac-West Telecomm, Inc. is attached.
2. A sample bill.

RESPONSE: A copy of a sample bill is attached.
3. The most recent financial information for Pac-West Telecomm, Inc. The
financials submitted were through December 2004. If interim financials for 2005

are available, please provide them.

RESPONSE: A copy of the Form 10-Q of Pac-West Telecomm for the
quarterly period ended September 30, 2005 is attached.
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Pac-West Telecomm, Inc.
TRATariff No. 1
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Tariff Schedule Applicable to
Resold and Facilities-Based
Competitive Local Exchange and Interexchange Services
Furnished by
Pac-West Telecomm, Inc.

Between Points Within the State of Tennessee
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Pac-West Telecomm, Inc.

TRATanff No. 1
Original Page 2

The sheets inclusive of this tariff are effective as of the date shown at the bottom of the
respective sheet(s). Original and revised sheets as named below comprise all changes
from the original tanff and are currently in effect as of the date on the bottom of this
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2 Original 31 Original
3 Original 32 Original
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28 Original
29 Original
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Pac-West Telecomm, Inc.
TRA Tariff No. 1

Original Page 5

TARIFF FORMAT

A. Page Numbering - Page numbers appear in the upper right corner of the
page. Pages are numbered sequentially. However, new pages are
occasionally added to the tariff. When a new page is added between pages
already in effect, a decimal 1s added. For example, a new page added
between Page 14 and 15 would be 14.1.

B. Page Revision Numbers - Revision numbers also appear in the upper right
corner of each page. These numbers are used to determine the most
current page version on file with the Commission. For example, the 4"
revised Page 14 cancels the 3" revised Page 14.

C. Paragraph Numbering Sequence - There are various levels of paragraph
coding. Each level of coding is subservient to its next higher level:

NN

1

1.1

A1

D. Check Sheets - When a tariff filing is made with the Commission, an
updated Check Sheet accompanies the tariff filing. The Check Sheet lists
the pages contained in the tariff, with a cross-reference to the current
revision number. When new pages are added, the Check Sheet is changed
to reflect the revision An asterisk designates all revisions made in a given
filing (*). There will be no other symbols used on this page if these are the
only changes made to it (i.e., the format, etc. remain the same, just revised
revision levels on some pages.) The tanff user should refer to the latest
Check Sheet to find out if a particular page is the most current on file with
the Commission.
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Pac-West Telecomm, Inc.
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Explanation of Symbols

(C) — To signify a changed regulation

(D) - To signify a discontinued rate or regulation

(I) - To signify an increase in a rate

(M) — To signify text or rates relocated without change
(N) — To signify a new rate or regulation or other text
(R) — To signify a reduction in a rate

(S) - To signify reissued regulations

(T) — To signify a change in text but no change in rate

Issued October , 2005 Effective date:

Lynne Martinez, Director Government Affairs
Pac-West Telecomm, Inc.
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Pac-West Telecomm, Inc.
TRA Tariff No. 1
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DEFINITIONS

“‘Applicant” refers to an individual, partnership, corporation, association, or
government agency who applies to the Company for any new or
additional telephone service.

“Business Hours" refers to the time after 8-00 A.M. and before 5:00 P.M.,
Monday through Friday excluding holidays

“Carnier,” “Company” or “Utility” refers to Pac-West Telecomm, Inc.

“Completed call” is a call which the Company’s network has determined has
been answered by a person, answering machine, fax machine,
computer modem device, or other answering device.

“Customer” refers to any person, firm, corporation, or governmental entity
who has applied for and is granted service or who is responsible for
payment of service.

“Delinquent or Delinquency” refers to an account for which payment has not
been paid in full on or before the last day for timely payment.

"Grandfathered Service” applies to an obsolete and/or outdated service the
Utility no longer wishes to provide. The grandfathering of a service is
the Utility's method of managing a tariff for this service prior to
ultimately discontinuing the service, or change existing tariff
regulations without discontinuing certain rights, privileges or
conditions of the service to existing customers.

“Hunting Service” refers to an arrangement to search multiple lines of the
same class of service and of the same customer for a vacant line for
each incoming call.

Issued: October , 2005 Effective date:

Lynne Martinez, Director Government Affairs
Pac-West Telecomm, Inc.
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Pac-West Telecomm, Inc.
TRA Tariff No. 1
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DEFINITIONS (Cont'd)

“Local Access Transport Area ("LATA")” refers to a geographical area
established by the U.S. District Court for the District of Columbia in
Civil Action No. 820192.

“Nonrecurring Charges” refer to a one-time charge associated with given
service or item of equipment which applies on a per-service and/or
per item basis each time the service or item of equipment is provided.

“Non-Published or Unlisted Service” refers to service that is not accompanied
by inclusion of the Subscriber's name, address, or telephone number
in a published directory or directory assistance data base.

“Service” refers to any telecommunications service(s) provided by the
Company under this tariff.

"Subscriber” refers to the firm, company, corporation, or other entity that
contracts for service under this tariff and that is responsible for the
payment of charges as well as compliance with the Company's
regulations pursuant to this tariff.

“Station” refers to a telephone instrument consisting of a connected
transmitter, receiver, and associated apparatus to permit sending or
receiving telephone messages.

“Tariffs” refer to the tanffs, price lists, and generally applicable terms
and conditions on file with a state or federal regulatory authority or
publicly available on the Company’s website in accordance with the
regulations of a state or federal regulatory authority.

“Telephone Numbers” refer to The North American Numbering Plan
[NPA-NXX-XXXX] numbers assigned to Pac-West Customers and
used in conjunction with the Services provided pursuant to this tariff.

“TRA" refers to the Tennessee Regulatory Authority.

Issued: October , 2005 Effective date:

Lynne Martinez, Director Government Affairs
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Pac-West Telecomm, Inc.

TRA Tariff No. 1
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Section 1.

1.1.1

1.1.3

APPLICATION OF TARIFF

This tariff governs the services provided by Pac-West Telecomm,
Inc. that originate and terminate within the State of Tennessee.
Specific services and rates are described elsewhere in this tariff.

The Company's installs operates, and maintains the communications
services provided herein in accordance with the terms and conditions
set forth under this tanff. It may act as the customer's agent for
ordering access connection facilities provided by other carriers or
entities when authorized by the customer, to allow connection of a
customer's location to the Company's network. The customer shall
be responsible for all charges due for such service arrangement.

The Company's services and facilities are provided on a monthly
basis unless ordered on a longer term basis, and are available
twenty-four hours per day, seven days per week.

The Company’s services are available to business customers.

Issued: October , 2005 Effective date:

Lynne Martinez, Director Government Affairs
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Pac-West Telecomm, Inc.
TRA Tariff No. 1
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SECTION 2. RULES AND REGULATIONS

2.1 Undertaking of the Company

This tariff contains the regulations, rates and charges applicable to resold
and facilities-based competitive local exchange and interexchange services
provided by the Company in the State of Tennessee.

2.2 Obligations of the Customer
2.21  The customer shall be responsible for:
2.2.1.1  The payment of all applicable charges pursuant to this tariff.

2.2.1.2 Reimbursing the Company for damage to, or loss of, the
Company's facilities or equipment caused by the acts or
omissions of the customer; or the noncompliance by the
customer, with these regulations, or by fire or theft or other
casualty on the customer’s premises unless caused by the
negligence or willful misconduct of the employees or agents of
the Company.

2.2.1.3 Providing at no charge, as specified from time to time by the
Company, any needed space and power to operate the
Company's facllities and equipment installed on the
customer’s premises.

Issued: October , 2005 Effective date:
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Pac-West Telecomm, Inc.
TRA Tariff No. 1
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SECTION 2. RULES AND REGULATIONS (Cont’d)

2.2 Obligations of the Customer (Cont'd)

2.21.4 Complying with all laws and regulations regarding the working
conditions on the premises at which the Company’s
employees and agents shall be installing or maintaining the
Company's facilities and equipment. The customer may be
required to install and maintain the Company’s facilities and
equipment within a hazardous area if, in the Company's
opinion, injury or damage to the Company's employees or
property might result from installation or maintenance by the
Company. The customer shall be responsible for identifying,
monitoring, removing and disposing of any hazardous material
prior to any construction or installation work.

2215 Complying with all laws and regulations applicable to, and
obtaining all consents, approvals, licenses and permits as
may be required with respect to, the location of the
Company'’s facilities and equipment in any customer premises
for the purpose of installing, inspecting, maintaining, repairing,
or upon termination of service as stated herein, removing the
facilities or equipment of the Company.

22.1.6 Making Company facilities and equipment available
periodically for maintenance purposes at a time agreeable to
both the Company and the customer. No allowance for
interruptions in service will be made for the period during
which service is interrupted for such purposes.

Issued: October , 2005 Effective date:
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SECTION 2. RULES AND REGULATIONS (Cont’d)

2.2 Obligations of the Customer (Cont'd)

2.2.2 With respect to any service or facility provided by the Company, the
customer shall indemnify, defend and hold harmless the Company
from all claims, actions, damages, liabilities, costs and expenses for:

2.22.1 Any loss, destruction or damage to property of the Company
or any third party, or injury to persons, including, but not
limited to, employees or invitees of either the Company or the
customer, to the extent caused by or resulting from the
negligent or intentional act or omission of the customer, its
employees, agents, representatives or invitees; or

2.2.2.2 Any claim, loss, damage, expense or liability for infringement
of any copyright, patent, trade secret, or any proprietary
infringement of any copyright, patent, trade secret, or any
proprietary or intellectual property right of any third party,
arising from any act or omission by the customer.

2.2.3 The customer is responsible for ensuring that customer-provided
equipment connected to Company equipment and facilities is
compatible with such equipment and facilities. The connection,
operation, testing, or maintenance of such equipment shall be such
as not to cause damage to the Company-provided equipment and
facilities or injury to the Company’s employees or other persons. Any
additional protective equipment required to prevent such damage or
Injury shall be provided by the Company at the customer’s expense.

2.24 The Company’s services (as detailed in this tariff) may be connected
to the services or facilities or other communications carriers only
when authorized by, and in accordance with, the terms and
conditions of the tariffs or contracts which are applicable to such
connections.

Issued: October , 2005 Effective date:
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Pac-West Telecomm, Inc.
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SECTION 2. RULES AND REGULATIONS (Cont’d)

2.2 Obligations of the Customer (Cont'd)

2.25 Upon reasonable notification to the customer, and at a reasonable
time, the Company may make such tests and inspections as may be
necessary to determine that the customer is complying with the
requirements set forth in this tariff for the installation, operation, and
maintenance of customer-provided facilities and equipment that is
connected to Company-owned facilities and equipment.

Issued: October , 2005 Effective date:
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SECTION 2. RULES AND REGULATIONS (Cont’d)

2.3 Liability of the Company

2.3.1 In view of the fact that the customer has exclusive control over the
use of service and facilities furnished by the Company, and because
certain errors incident to the services and to the use of such facilities
of the Company are unavoidable, services and facilities are furnished
by the Company subject to the terms, conditions and limitations
herein specified:

(A) The Company's damages arising out of its negligent acts, or
mistakes, omissions, interruptions, delays, errors, or
defects during the course of furnishing service, shall in no
event exceed an amount equivalent to Pac-West's charges for
service during the period affected by such negligence, or
in which such mistakes, omissions, interruptions, delays,
errors, or defects occurred. Any mistakes, omissions,
interruptions, delays, errors, or defects that are caused by or
materially contributed to by the negligence or willful acts of
Customer, or that arise from facilities or equipment used by
Customer and not provided by Pac-West, shall not result in
the imposition of any liability upon Pac-West.

Issued: October , 2005 Effective date:
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Pac-West Telecomm, Inc.

TRA Tariff No. 1
Original Page 15

SECTION 2. RULES AND REGULATIONS (Cont’d)

2.3 Liability of the Company (Cont'd)

(B)

Customer shall defend, indemnify, and hold harmless the
Company, its officers and directors, employees, and agents
from and against any and all lawsuits, claims, demands,
penalties, losses, fines, liabilities, damages, and expenses of
any kind and nature (including, without limitation, liability to
third parties for personal injury or death and for loss or
damage to property, and loss or damage to Company
property, and injury to Company employees), without limitation
whatsoever, that in any way arise out of or result from
Customer's operations, installation or maintenance of
equipment and facilities, or performance under this tariff, or
that arises out of or in any way is connected with Customer's
provision of service to its end users, or any use or attempted
use by Customer or any such end user of services provided by
the Company hereunder; provided that this section shall not
apply to the extent that any injury, loss, or damage is caused
by the gross negligence or willful misconduct on the part of the
Company

The Company will not be liable for any act, omission to act,
negligence, or defect in the quality of service of any underlying
carrier or other service provider whose facilities or services
are used in furnishing any portion of the service received by
Customer. Pac-West will not be liable for any failure of
performance that is caused by or the result of any act or
omission by Customer or any entity other than Pac-West, that
furnishes services, facilities, or equipment used in connection
with Pac-West's services or facilities.

Issued: October , 2005 Effective date:
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SECTION 2. RULES AND REGULATIONS (Cont’d)

2.3 Liability of the Company (Cont'd)

2.3.2

2.3.3

(D)

(E)

EXCEPT AS EXPRESSLY PROVIDED IN THIS

TARIFF, PAC-WEST MAKES NO EXPRESSED OR IMPLIED
REPRESENTATIONS, OR WARRANTIES, INCLUDING ANY
WARRANTIES REGARDING MERCHANTABILITY OR
FITNESS FOR A PARTICULAR PURPOSE.

IN NO EVENT SHALL PAC-WEST BE LIABLE TO
CUSTOMER FOR SPECIAL, INCIDENTAL, INDIRECT,
CONSEQUENTIAL, OR PUNITIVE DAMAGES (INCLUDING
WITHOUT LIMITATION, LOST PROFITS OR REVENUE).

Limitation of Liability

2.3.21

Nothing in this tariff shall be construed to limit the Company’s
liability in cases of gross negligence or willful misconduct.

Force Majeure

2.3.3.1

Neither Party shall be responsible for delays or failures in
performance, except for the obligation to make payments
required under this tariff, resulting from acts or

occurrences in the nature of force majeure such as fire,
explosion, acts of God, war, or civil commotion; any law,
order, regulation, or ordinance of any government or legal
body; strikes; or delays caused by the other Party. In such
event, the Party affected shall, upon giving prompt notice to
the other, be excused from such performance to the extent of
such interference. The affected Party shall use its reasonable
efforts to avoid or remove the cause of non-performance and
both Parties shall proceed to perform with dispatch once the
causes are removed or cease.

Issued: October , 2005 Effective date:
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SECTION 2. RULES AND REGULATIONS (Cont’d)

2 4 Application for Service

241 Minimum Contract Period

24.1.1

24.1.2

2413

Except as otherwise provided, the minimum contract period is
one month for all services furnished. However, if a new
customer notifies the Company within twenty days after
receipt of the first bill that certain services or equipment are
not desired, the Company will delete such services or
equipment from the customer's account without a record
keeping or service ordering charge. The customer
nonetheless shall be responsible for all monthly usage and
installation charges incurred for the use of such service and
equipment.

Except as provided in 2.4.2.1, the length of minimum contract
period for directory listings, and for joint user service where
the listing actually appears in the directory, I1s the directory
period. The directory period is from the day on which the
directory is first distributed to customers to the day the
succeeding directory is first distributed to customers.

The Company may require a minimum contract period longer
than one month in connection with special, non-standard
types or arrangements of equipment, or for unusual
construction, necessary to meet special demands for service.

2.4.2 Cancellation of Service

2421

Where the applicant cancels an order for service prior to the
start of the installation or special construction of facilities, no
charge shall apply, except to the extent the Company incurs a
service order or similar charge from a supplying carrier, if any,
prior to the construction.

Issued: October , 2005 Effective date:
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SECTION 2. RULES AND REGULATIONS (Cont’d)

2.4 Application for Service (Cont'd)

2.4.2.2 Where the installation of facilities, other than those provided
by special construction, has been started prior to cancellation,
the lower of the following charge applies;

2.4.2.2.A The total costs of installing and removing such facilities;
or

2.4.22B The monthly charges for the entire initial contract
period of the service ordered by the customer as
provided in this tariff plus the full amount of any
applicable installation and termination charges.

2.4.2.3 Where special construction of facilities has been started prior
to the cancellation, and the Company has another
requirement for the specially constructed facilities, no charge
applies.

2.4.2.4 The Company reserves the right to redefine its regions, add
new regions, or remove regions from its current offering, as it
deems appropriate in its sole discretion and will provide the
Customer with at least thirty (30) days’ notice of any change
in the definition of the Company’s regions.

2.4.2.5 In the event that the Company plans to exit a current region,
the Customer shall be provided with thirty (30) days prior
written notification of the Company’s intent The Customer
shall be allowed to immediately terminate services in the
affected region without penalty.

Issued: October , 2005 Effective date:
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SECTION 2. RULES AND REGULATIONS (Cont’d)

2.5 Payment for Service

2.5.1

2.5.2

Pac-West will bill Customer monthly, with recurring charges
being billed in advance and any usage charges billed in
arrears. Payment is due upon receipt by Customer and
payable within twenty-two (22) days of the Bill Date (the
“Due Date”).

Payments are past due if not received by the Company by the
Due Date. Any amounts past due will be subject to a late
payment charge accruing at the rate of 1-1/2% per month until
paid. In addition, bills not paid within thirty (30) days of the Bill
Date and which have not been disputed in accordance with
the procedures set forth in Section 2.7 of this tariff, may result
in suspension of access privileges to Pac-West's collocate
facility if Customer is collocated until the full amount of the bill
is paid. Bills not paid within forty (40) days of the Bill Date and
which have not been disputed in accordance with the
procedures set forth in Section 2.7.1 of this tariff, may result in
suspension of service until the overdue payments and any
additional charges that may be imposed to restore service
have been paid. Customer agrees to pay all costs incurred by
Pac-West in collecting any unpaid amounts, including
attorneys’ fees. Failure of the Customer to pay all undisputed
amounts by the Due Date is a material breach and a seven (7)
day notice shall be required in order to terminate services
hereunder for non- payment.
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SECTION 2. RULES AND REGULATIONS (Cont’d)

2.5 Payment for Service (Cont'd)

252

253

The customer is responsible for payment of all charges for
service furnished to the customer. Charges based on actual
usage during a month will be billed monthly in the month
following the month in which the service was used. All fixed
monthly and nonrecurring charges for services ordered will be
billed monthly in advance.

The Company reserves the right to require from an applicant
for service advance payments of fixed charges and
nonrecurring charges. The advance payment will not exceed
an amount equal to the nonrecurring charge(s) and one
month’s charges for the service or facility In addition, where
special construction is involved, the advance payment may
also include an amount equal to the estimated nonrecurring
charges for the special construction. The advance payment
will be applied to any indebtedness for the service and
facilities for which the advance payment is made on the
customer’s initial bill.

Advanced payments for installation costs or special
construction will be credited on the first bill in their entirety.
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2.6 Customer Deposits

2.6.1

The Company may require a deposit or guarantee of payment
from any customer or applicant who has not established good
credit with that utility. Deposit or guarantee of payment
requirements as prescribed by the utility must be based upon
standards which bear a reasonable relationship to the assurance
of payment. A deposit shall not exceed an estimated two months'
gross bill or existing two months' bill where applicable. All
deposits shall be in addition to payment of an outstanding bill .
or a part of such bill as has been resolved to the satisfaction
of the Company, except where such bill has been discharged in
bankruptcy. The Company will not require a deposit or a
guarantee of payment without explaining in writing why that
deposit or guarantee is being required and under what
conditions, if any, the deposit will be diminished upon return.

The Company may determine whether a customer has
established good credit with that utility, except as herein
restricted:

2.6.1.1 A customer, who within the last 12 months has not

had service disconnected for nonpayment of a bill and has not
been liable for disconnection of service for nonpayment of a
bill, and the bill is not in dispute, shall be deemed to have
established good credit.

2.6.1.2 The Company shall not require a deposit or a

guarantee of payment based upon income, home ownership,
residential location, employment tenure, nature of occupation,
race, color, creed, sex, marital status, age, national origin,

or any other criteria which does not bear a reasonable
relationship to the assurance of payment or which is not
authorized by this chapter.
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2.6 Customer Deposits (Cont'd)

2.6.1.3 No utility shall use any credit reports other than

2.6.2

2.6.3

those reflecting the purchase of utility services to determine
the adequacy of a customer's credit history without the
permission in writing of the customer. Any credit history so
used shall be mailed to the customer in order to provide the
customer an opportunity to review the data. Refusal of a
customer to permit use of a credit rating or credit service
other than that of a utility shall not affect the determination
by the utility as to that customer's credit history.

Return of Deposit

When a deposit is to be returned, the Customer may request that the
full amount of the deposit be issued by check. If the Customer
requests that the full amount be credited to amounts owed the
Company, the Company will apply the deposit to any amount
currently owed to the Company, and return any remaining amount of
the deposit to the Customer by check.

Interest on Deposits

Interest shall be paid on deposits in excess of $20 at the rate of six
percent per year. Interest on deposits shall be payable from the date
of deposit to the date of refund or disconnection. The Company
may, at its option, pay the interest at intervals it chooses but at least
annually, by direct payment, or as a credit on bills.

Upon termination of service, the deposit with accrued interest shall
be credited to the final bill and the balance shall be returned within
45 days to the customer.
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2.7 Customer Complaints and Billing Disputes

2.71

2.7.2

In the event that Customer disputes any charges, Customer
must submit a written claim describing the disputed amount.
Customer shall submit all documentation as may reasonably
be required to support the claim. Payment may be withheld
for the amounts subject to a dispute submitted prior to the
Due Date. All disputes and claims for refunds must be
submitted to Pac-West within one hundred and twenty (120)
days of the Bill Date. If Customer does not submit a claim as
stated above, Customer waives all rights to file a claim
thereafter. Pac-West shall investigate and resolve all disputes
within forty-five (45) days of receipt of the dispute and
Pac-West's resolution of such a dispute is final. Any portion
of a disputed amount deemed payable by Pac-West must be
paid in full within ten (10) days of resolution or Customer’s
service may be subject to disconnection and late payment
charges imposed on the overdue amount.

Any unresolved dispute may be directed to Division of
Communications, Virginia State Corporation Commission,
P.O. Box 1197, Richmond, Virginia 23218. Customers may
also fax their complaint to 804-371-9069.
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2.8 Allowance for Interruptions in Service

2.8.1 Credit for failure of service or equipment will be allowed only when
failure is caused by or occurs in equipment owned, provided, or billed
for, by the Company.

2.8.2 The following allowances are provided for interruptions in service, as
specified for particular services furnished solely by the Company:

The Company shall allow for interruptions in exchange telephone
service of 24 hours or more not due to conduct of Customer an
amount equal to the fixed monthly charges for exchange service
multiplied by the ratio of the days of interruption to thirty days. When
interruptions continue beyond 24 hours, credit allowance will be
given in successive 24-hour multiples
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2.9 Taxes and Fees

2.9.1 All state and local taxes and fees shall be listed as separate line
items on the customer’s bill.

2.9.2 If a municipality, other political subdivision or local agency of
government, or the Commission imposes and collects from the
Company a gross receipts tax, occupation tax, license tax, permit
fee, franchise fee, or regulatory fee, such taxes and fees shall, as
allowed by law, be billed pro rata to the customer receiving service
from the Company within the territorial limits of such municipality,
other political subdivision or local agency of government.

2.9.3 Service shall not be subject to taxes for a given taxing jurisdiction if
the customer provides the Company with written verification,
acceptable to the Company and to the relevant taxing jurisdiction,
that the customer has been granted a tax exemption.

2.10 Returned Check Charge

The charge for a returned check is $30.00.
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2.11 Special Customer Arrangements

In cases where a customer requests special or unique arrangements which
may include but are not limited to engineering, conditioning, installation,
construction, facilities, assembly, purchase or lease of facilities ‘and/or
other special services not offered under this tariff, the Company, may
provide the requested services. Appropriate recurring charges and/or
nonrecurring charges and other terms and conditions will be developed for
the customer for the provisioning of such arrangements.
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2.12 Disconnection and Termination of Service

The Company shall not disconnect basic local service for nonpayment of
toll or information service charges or any service other than basic local
service.

2121

Disconnection of Service Without Notice

Pac-West shall have the right to refuse or discontinue telephone
service or service arrangements without advance notice, if the acts of
the Customer or the conditions upon their premises are such as to
indicate an intent to defraud Pac-West or to use the Service to
defraud a third party, including but not limited to, providing false
credit information, significantly misstating expected service volumes,
using the services for unlawful purposes, or using services without
intent to pay.

Pac-West will attempt to contact the Customer by telephone prior to
discontinuing the Service or portions thereof. If Pac-West 1s unable
to contact the Customer by telephone, a letter will be mailed to the
Customer on the same date that their service or service arrangement
is discontinued, explaining the reasons for such action and the
Customer's right to dispute such action.

Customer is responsible for all charges attributable to Customer,
even if incurred as a result of fraudulent or unauthorized use of the
Service by third parties. Pac-West may, but is not obligated to,
detect or report unauthorized or fraudulent use of Service.
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2.12 Disconnection and Termination of Service (Cont'd)
2.12.2. Disconnection of Service Requiring Notice

2.12.2.1 The Company may disconnect service for any of the following
reasons provided it has notified the customer of its intent, in
writing, to disconnect service and has allowed the customer a
reasonable time of not less than five (5) working days in which
to remove the cause for disconnection:

2.12.2.1.A Non-compliance with Regulations. For violation of or
non-compliance with Commission’s rules and
regulations or for violation of or non-compliance with
the Company's tariffs on file with the Commission.

2.12.2.1.B Failure on Contractual Obligations. For failure of the
customer to fulfill his contractual obligations for service
or facilities subject to regulation by the Commission.

2.12.2.1.C Refusal of Access. For failure of the customer to permit
the Company to have reasonable access to its
equipment and property.

2.12.2.1.D Failure to meet the utilty’'s deposit and credit
requirements.

2.12.2.1.E For non-payment of a bill for service, provided that the
Company has made a reasonable attempt to effect
collection and has given the customer written notice of
its intent to deny service if settlement of his account is
not made and provided the customer has at least five
(5) working days notice, in which to make settlement
before his service is denied.
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2.12 Disconnection and Termination of Service (Cont'd)

2.12.2.1F Failure to Comply with Service Conditions. For
failure of the customer to furnish the service
equipment, permits, certificates, or rights-of-way,
specified by the Company as a condition to
obtaining service, or if the equipment or
permissions are withdrawn or terminated.

2.12.2.1.G Failure to Comply with Municipal Ordinances.
For failure to comply with municipal ordinances
or other laws pertaining to telephone service.
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SECTION 2. RULES AND REGULATIONS (Cont’d)

2.13 Unlawful Use of Service

2.13.1 Service shall not be used for any purpose in violation of law or for
any use as to which the customer has not obtained all required
governmental approvals, authorizations, licenses, consents, and
permits. The Company shall refuse to furnish service to an applicant
or shall disconnect the service without notice of a customer when:

2.13.1.1 An order shall be issued, signed by a judge finding that
probable cause exists to believe that the use made or to be
made of the service is prohibited by law, or

2.13.1.2 The Company is notified in writing by a law enforcement
agency acting within its jurisdiction that any facility furnished
by the Company is being used or will be used for the purpose
of transmitting or receiving gambling information in interstate
or foreign commerce in violation of the law.

2.13.2 If service has been physically disconnected by law enforcement
officials at the customer’'s premises and if there is not presented to
the Company the written finding of a judge, then upon written or
verbal request of the subscriber, and agreement to pay restoral of
service charges and other applicable service charges, the Company
shall promptly restore such service.

2.14 Interference with or Impairment of Service

Service shall not be used in any manner that interferes with other persons
in the use of their service, prevents other persons from using their service,
or otherwise impairs the quality of service to other customers. The
Company may require a customer to immediately shut down its
transmission of signals if said transmission is causing interference to
others or impairing the service of others.
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SECTION 2. RULES AND REGULATIONS (Cont’d)

2.15 Telephone Solicitation by Use of Recorded Messages

2.15.1

2.16

2.16.1

Service shall not be used for the purpose of solicitation by recorded
messages when such solicitation occurs as a result of unrequested
or unsolicited calls nitiated by the solicitor by means of automatic
dialing devices. Such devices, with storage capability of numbers to
be called or a random or sequential number generator that produces
numbers to be called and having the capability, working alone or in
conjunction with other equipment, of disseminating a prerecorded
message to the number called and which are calling party or. called
party controlled, are expressly prohibited.

Incomplete Calls

There shall be no charge for incomplete calls. No charge will be
levied for unanswered calls. Customers will receive credit for calls

placed to a wrong number if the customer notifies the Company of
the error.

2.17 Overcharge/Undercharge

2171

When a customer has been overcharged, the amount shall be
refunded or credited to the customer.
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SECTION 2. RULES AND REGULATIONS (Cont’d)
2.18 Notices

2.18.1  Any notice required or permitted to be given under this tariff shall be
in writing and delivered by hand, mail, national overnight courier
service or by fax if confirmed by telephone to the customer, at the
address or phone numbers shown herein or at such other address or
phone numbers as shall be designated from time to time.

Issued: October , 2005 Effective date:

Lynne Martinez, Director Government Affairs
Pac-West Telecomm, Inc.
1776 W. March Lane, Suite 250
Stockton, CA 95207



Pac-West Telecomm, Inc.
TRA Tariff No. 1

Original Page 33

SECTION 2. RULES AND REGULATIONS (Cont’d)

2 19 Emergency Calling

Access to 911 and E911 service is offered solely as an aid in handling
assistance calls in connection with fire, police, medical, and other
emergencies. The Company is not responsible, in the absence of gross
negligence or willful misconduct, for any losses, claims, demands, suits, or
any liability, whether suffered, made, instituted, or asserted by the
Customer or by any other party or person, for any personal injury to or
death of any person or persons, and for any loss, damage, or destruction of
any property, whether owned by the Customer or others, caused or claimed
to have been caused by the installation, operation, failure to operate,
maintenance, removal, presence, condition, location, or use of such
facilities. By dialing 911, the Customer agrees to release, indemnify,
defend, and hold harmless the Company from any and all loss or claims,
whatsoever, whether suffered, made, instituted, or asserted by the
destruction of any property, whether owned by the Customer or others. Not
withstanding any provision to the contrary, in no event shall the Company
be liable for any special, incidental, consequential, exemplary, or punitive
damages of any nature whatsoever.

The Company is not responsible for any infringement or invasion of the right
of privacy of any person or persons, caused, or claimed to have been
caused, directly or indirectly, by the installation, operation, failure to
operate, maintenance, removal, presence, condition, occasion or use of the
911 service features and the equipment associated therewith, including, but
not limited to, the identification of the telephone number, address or name
associated with the telephone used by the party or parties accessing the
911 service.
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3.1 Trial Services

3.1.1

The Company may offer new services, not otherwise tariffed, from
time to time on a trial basis subject to Commission approval. Such
trials are limited to a maximum of six months at which time the trial
offering must be either withdrawn or made available on permanent
basis.

3.2 Promotional Offerings

3.2.1

The Company will provide notification to the Commission of its intent
to offer promotional services and rates. The Company may offer
existing services on a promotional basis, that provides special rates,
terms, or conditions of service. Promotional offerings will have a
duration and effectiveness of no longer than ninety (90) days.
Promotional offerings will begin one at least one day notice to the
Commission.

3.3 Individual Case Basis (“ICB”) Offerings

3.3.1

The tariff may not specify the price of a service in the tanff as “ICB.
The Company may or may not have an equivalent service in its the
tariff on file with the Commission, and the quoted ICB rates may be
different than the tariffed rates. An ICB must be provided under
contract to a customer and the contract filed (can be under seal) with
the Commission. All customers have non-discriminatory access to
requesting the service under an ICB rate.
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3.4

3.41

3.5

3.5.1

3.5.2

Customized Pricing Arrangements (“CPAs”) Offerings

The Company may offer CPAs to eligible customers. Each CPA is
customized to meet the specific needs of a customer. Rates quoted
are different from the tariffed rates. CPA rates must be provided
under contract to a customer and the contract filed (can be under
seal) with the Commission.

Local Exchange Service

Local Exchange Service is telephone service that entitles the
customer to originate local calls, without toll charges, to all local
exchange access lines connected to a Central Office (CO) of the
exchange, or to all exchange access lines served by COs of the
extended local service area where comprised of more than one
exchange. Service will be provided where facilities are available from
the Local Exchange Company (LEC). Pac-West offers Bellsouth
Communications Local Exchange Services under resale.

Service is classified as business service and business rates apply
when any of the following conditions exist:

When the service is furnished at a location where a business, trade or
practice is performed and where the use of the location is not confined
primarily to domestic activities.

Service for social clubs (i.e. Elks, VFW, Eagles, etc.) will be
considered business service.

When the directory listing is to be a business listing, except when a
residence telephone number is advertised as an alternate call number
in connection with a business telephone number.
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3.6

Long Distance Service

Pac-West long distance services are either intraLATA or InterLATA
telephone services that allow customers to originate and terminate calls
at locations within the state of Tennessee. Pac-West offers its long
distance services only under both a volume commitment and a term
commitment. In some cases Pac-West's long distance services may be
add-ons to interstate long distance services provided by Pac-West, and
are available as provided in Pac-West's interstate tariff. Customers who
receive local service from Pac-West, but do not receive interexchange
services from Pac-West, will receive intraLATA service from Pac-

West, priced in accordance with the rates and procedures used for
intraLATA calls. Pac-West will provide customers with the option to select
any intraLATA /interLATA carrier upon written request.
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3 7 Directory Assistance

3.7.1

General

Directory Assistance (DA) 1s defined as furnishing aid in obtaining
telephone numbers. The Directory Assistance operator will not
transfer, forward or redial a customer’s call to any other location for
any purpose other than the provision of DA service. The service is
furnished subject to the condition that there will be no abuse or
fraudulent use of the service. Abuse or fraudulent use of the
service includes the obtaining, or attempting to obtain, or assisting
another to obtain or to attempt to obtain Directory Assistance
service, by rearranging, tampering with, or making connection with
any facilities of the Company, or by any trick, scheme, false
representation, or false credit device, or by or through any other
fraudulent means or device whatsoever, with attempt to avoid
payment, in whole or in part, of the regular charge for such service.
In addition to any other action authorized by this Tariff, the
Company may, in such cases of abuse or fraudulent use, assess
appropriate Directory Assistance charges on the Customer’s
regular telephone account

3.7.2. Directory Assistance Call Allowance

Business Customers are allowed one directly dialed Local Directory
Assistance call per month at no charge for each central office line or
trunk.
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4.1 Calculation of Rates

4.1.1 The chargeable time for a long distance call is determined by the
duration of the call. Chargeable time begins when connection is
established between the calling station and the called station.
Chargeable time ends when the calling station hangs up. If the called
station hangs up, but the calling station does not, chargeable time
ends when the connection is released by either automatic timing
equipment in the telecommunications network or by an operator.

4.1.2 Calls are billed in (six) 6 second increments with an eighteen (18)
second minimum for interLATA calls and a twenty-four (24) second
minimum on intraLATA calls.

41.3 Different rates based on the time of day or day of week are
described in the following rate table.

“Rate-Periods 1O “n g
Day 800am. |500p.m. Monday-Friday
Evenings 500 p.m. | 11:00 p m. Monday-Friday

Night/Weekends | 11°00p m | 8.00 a.m Monday-Friday

Night/'Weekends | 11:00 p.m. | 8 00 a.m. Saturday-Sunday

The Company charges weekend rates on the following Federal holidays: New
Year's Day, President's Day, Independence Day, Labor Day, Thanksgiving Day,
and Christmas Day.

Issued: October , 2005 Effective date:

Lynne Martinez, Director Government Affairs
Pac-West Telecomm, Inc.
1776 W. March Lane, Suite 250
Stockton, CA 95207



Pac-West Telecomm, Inc.

TRA Tariff No. 1
Original Page 39

SECTION 4. RATES AND CHARGES (Cont’d)

4.2 Local Exchange Service (Cont'd)

4.2 1 Business Service

Monthly Rate

First Measured Business
Line or Trunk $19 22

Additional Measured Business
Line or Trunk $19.22

Changes, Service Restoration
To change class, type or grade of
service(per line or trunk)

$49.57
To restore service that has been
temporarily disconnected by the
Company(per line or trunk, per order)

Non-Recurring
Charge

$49.57"

$27.492

$49.57
! First Line per Service Order
2 Additional Lines on the SAME service order
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SECTION 4. RATES AND CHARGES (Cont’d)

4.2 Local Exchange Service (Cont'd)
4.2.1 Business Service (Cont'd)

Local Usage Rates

Day Rate Evening Rate Night & Weekend
First Minute $0.040 $0.028 $0.016
Additional  $0.010 $0.0700 $0 004
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4.3 Long Distance Service
4.3.1 Business Calling Plans
Pac-West Select Plan
Local Toll $0.049 Per Minute
Intrastate Toll $0.049 Per Minute

Minimum Usage  $5.00 Per Month

Pac-West Standard Plan
$0.099 Per Minute
$0.099 Per Minute

$0.00 Per Month
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4.3 Long Distance Service (Cont'd)

4.3.3 IntraLATA Resale

Mileage Band

12+ To 16 Miles
16+ To 20 Miles
20+ To 25 Miles
25+ To 30 Miles
30+ To 40 Miles
40+ To 50 Miles
50+ To 70 Miles
70+ Miles

Rate Period
Day

1% Min/addl 1 Min

$ 0809/$ 0497
$ 0809/% 0497
$ 0966/$ 0809
$ 0966/3 0809
$ 0966/% 0809
$ 1044/5 0888
$ 1044/8 0888
$.1044/$ 0966

Rate Period
Evening

1 Min/addl 1 Min

$.0648/% 0398
$ 0648/5 0398
$ 0772/3 0648
$0772/% 0648
$ 0772/% 0648
$.0835/8 0710
$ 0835/% 0710
$ 0835/% 0772

Rate Period
Night

1 Muv/addl 1

$ 0486/% 0298
$ 0486/ 0298
$.0579/% 0486
$.0579/% 0486
$0579/% 0486
$.0626/% 0533
$ 0626/$.0533
$.0626/% 0579

Min
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SECTION 5. INTRALATA TOLL PRESUBSCRIPTION

5.1 General

IntraLATA toll presubscription is a procedure whereby an end user may select
and designate an IntraLATA Toll Provider (“ITP") to access IntraLATA toll calls
without dialing an access code. The end user may designate an ITP for
IntraLATA toll, a different carrier for InterLATA toll, or the same carrier for both.
This ITP is referred to as the end user preferred IntraLATA toll provider.

Each carrier will have one or more access codes assigned to it for various types
of service. When an end user selects a carrier as its preferred IntraLATA toll
provider, only one access code of that carrier may be incorporated into the
switching system of the Company permitting access to that carrier by the end
user without dialing an access code. Should the same end user wish to use
other services of the same carrier, it will be necessary for the end user to dial the
necessary access code(s) to reach that carrier’'s other service(s)

An ITP must use Feature Group D (“FGD") Switched Access Service to qualify
as an IntralLATA toll provider. All ITPs must submit a Letter of Intent (“LOI”) to
the Company at least twenty days prior to the IntraLATA toll-presubscription-
conversion date or, if later, forty-five days prior to the date on which the carrier
proposed to begin participating in IntraLATA toll presubscription.

Selection of an ITP by an end user is subject to the terms and conditions in
Section 5.2.
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5.2 Presubscription Charge Application

5.2.1

Initial Free Presubscription Choice for New Users

New end users (including an existing customer who orders an additional
line) who subscribe to service will be asked to select a primary ITP when
they place an order for Company Exchange Service. If a customer cannot
decide upon an IntraLATA toll carrier at the time, the customer will have
thirty days following completion of the service request to make an
IntraLATA PIC choice without charge. In the interim, the customer will be
assigned a “No-PIC” and will have to dial an access code to make
IntraLATA toll calls The free selection period available to new end users
is the period within thirty days of installation of the new service.

Initial free selections available to new end user are:

1. Designating an ITP as their primary carrier, thereby requiring no
access code to access that ITP’s service. Other carriers are
accessed by dialing 101-XXXX or other required codes.

2. Choosing no carrier as a primary carrier, thus requiring 101-XXXX
code dialing to access all ITPs. This choice can be made by directly
contacting the Company.

Issued: October , 2005 Effective date:

Lynne Martinez, Director Government Affairs
Pac-West Telecomm, Inc.
1776 W. March Lane, Suite 250
Stockton, CA 95207
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SECTION 5. INTRALATA TOLL PRESUBSCRIPTION (Cont’d)

5.2 Presubscription Charge Application (Cont'd)

5.2.2

Cancellation of IntraLATA Toll Presubscription by an ITP

If an ITP elects to discontinue Feature Group D service after
implementation of the IntraLATA toll presubscription option, the ITP is
obligated to contact, in writing, all end users who have selected the
canceling ITP as their preferred IntralLATA toll provider. The ITP must
inform the end users that it is canceling its Feature Group D service,
request that the end user select a new ITP and state that the canceling
ITP will pay the PIC change charge. The ITP must provide written
notification to COMPANY that this activity has taken place.

Issued: October , 2005 Effective date:

Lynne Martinez, Director Government Affairs
Pac-West Telecomm, Inc.
1776 W March Lane, Suite 250
Stockton, CA 95207



Pac-West Telecomm, Inc.

TRA Tariff No. 1
Original Page 46

SECTION 5. INTRALATA TOLL PRESUBSCRIPTION (Cont’d)

5.3 End User/Pay Telephone Service Provider Charge Discrepancy
(“Anti-Slamming Measure”)

5.3.1

5.3.2

When a discrepancy is determined regarding an end user’s designation of
a preferred IntraLATA toll carrier, the following applies depending upon
the situation described:

A signed letter of authorization takes precedence over any order other
than subsequent, direct customer contact with the Company.

When two or more orders are received for an end user line generated by
telemarketing, the date field on the mechanized record used to transmit
PIC change information will be used as the PIC authorization date. The
order with the latest application date determines customer choice.

Verification of Orders for Telemarketing

No ITP shall submit to the Company a PIC change order generated by
outbound telemarketing unless, and until, the order has first been
conformed in accordance with the following procedures:

5.3.21 The ITP has obtained the customer's written authorzation to

submit the order that explains what occurs when a PIC is changed
and confirms:

5.3.2.1.A The customers billing name and address and each
telephone  number to be covered by the PIC change
order;

5.3.2.1.B The decision to change the PIC to the ITP; and

5.3.21.C The customer's understanding of the PIC change fee; or

Issued: October , 2005 Effective date:

Lynne Martinez, Director Government Affairs
Pac-West Telecomm, Inc.
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Pac-West Telecomm, Inc.

TRA Tariff No. 1
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SECTION 5. INTRALATA TOLL PRESUBSCRIPTION (Cont’d)

5.3 End User/Pay Telephone Service Provider Charge Discrepancy
(“Anti-Slamming Measure”) (Cont'd)

53.2.2

5.3.2.3

The ITP has obtained the customer's electronic authorization,
placed from the telephone number(s) on which the PIC is to be
changed, to submit the order that confirms the information
described in 5.3.2.1 preceding to confirm the authorization; or

An appropriately qualified and independent third party operating in
a location physically separate from the outbound telemarketing
representative has obtained the customer’'s oral authorization to
submit the PIC change order that confirms and includes
appropriate verification date (e g., the customer’s date of birth or
social security number).

5.3.3 The Company will follow the Federal Communications Commission’s and
the Commission’s regulations regarding slamming. The Company will not
impose a penalty or charge for unauthorized IntraLATA toll provider
changes.

5.3.4 The customer owns the exclusive right to select the PIC of their choice,
and may choose to migrate from one carrier to another at any time. There
iS no reason a carrier may refuse to release a customer who has stated
their intent to select a different carrier.

Issued: October , 2005 Effective date:

9251138vl

Lynne Martinez, Director Government Affairs
Pac-West Telecomm, Inc.
1776 W. March Lane, Suite 250
Stockton, CA 95207




Billing Questions

Hours M-F, 7.30am - 5 30pm PST
Phone* 1-877-626-4325

Fax (209) 9264140

Email* biling@pacwest.com

Mail- PO Box 8219
Stockton, CA 95208-0219

Account

8in Statement ID 1417853
Biff Dale August 01, 2005
Bill Period Jul 01, 2005 to Jul 31, 2005
Page 1 of 11

PAYMENT INFORMATION )

BILL SUMMARY
Payments may be made by check, certified funds, or credrt card.
Batance Forward To make a payment by check or certified funds, please remit with
Credits the detachable bill stub below To meke a payment using Visa,
MasterCard, or American Express, please contact our Customer
Outstanding Balance Relations depariment at 1-877-626-4325, M-F, 7;;’4)am - 5:30pm PST.
Current Charges
NDS Charges
Taxes and Surcharges
IMPORTANT MESSAGE {
Total Current Charg Thank you for your business and the trust and con'ﬁdence you have
placed in Pac-Wes! to manage your communlcations network.
Balance Due

FCC Requires VoIP Providers to Deliver E911 Service

The 120-day compliance clock requiring VolIP providers to deliver
ES11 begins August 1, 2005, with compliance required by Novernber
28th.* Pac-West's VolceSource provides a compiete solution for
fixedtine E911 services, including delivering 911 calls directly

to emergency operators and updating end-user call back-telephone
number and location information in E911 telephone databases. Call
1-800-859-4513 today to get your business ES11 compliant.

*Subject to approval by the Office of Management and Budget (OMB)

Pac-West Expands SuperPOP Network into Utah

To address demand from our service provider customers looking to
grow their business in additional states, we have expanded our
Western U.S. footprint into Utah Cali 1-800-859-4513 today for a
list of Pac-West services now avallable in this market.

Expand Your Coverage ‘
Looking for additional rate center coverage? Call your Pac-West
Account Manager today at 1-800-958-4513 for more information

Thank You For Choosing Pac-West Telecomm, Inc.

Billing Questions
Hours M-F, 7-30am - 5 30pm PST
Phone. 1-877-626-4326

——

¥

A5 3 b 5 3 FE 3

08/25/05

Fax (209) 926-4140
Email' biltng@pacwest com

ATTN: BILLING DEPT CREDIT
4210 CORONADO AVENUE
STOCKTON CA.95204

Amount Paid

PAC-WEST TELECOMM, INC.
PO BOX 8219
STOCKTON, CA-85208-0219




CONSUMER INFORMATION

This bill s now due and payable, it becomes subject to a late payment charge if not paid within 22
calendar days of the due date, which is the date of mailing as shown by the postmark on the billing
envelope, or such later date as shown on the bill itself, after which a 1.5% per month late payment
charge will be appied Should you question this bill, please request an explanation from the company.

in addition to the billing requirements above, each bill shall include the following statement in clear,

readable type.

If you have 3 complaint you cannot resolve with us, write the California Public Utilites Commission at
Consumer Affairs Branch, 505 Van Ness Ave., San Francisco, CA 94102, or at www.cpuc.ca.gov, or call
4-800-649-7570 or TDD 1-800-229-6846.

If your complaint concerns interstate or international calling, write the FCC at Consumer Complaints,
445 12th Street SW, Washington, D.C. 20554, or at fconfo@fcc gov, or call 1-888-225-5322, or TTY

1-888-835-5322

Note The CPUC handles complaints of both interstate and intrastate unauthonzed carrier changes

("stamming”) The California consumer protection rules are avallable online at www.cpuc.ca.gov

Pac-West's Tanffs and Price Lists are available on our web site at www pacwest.com. You may also
request a copy of our Pnce Lists at no charge by calling 1-800-399-3389




Billing Questions
Hours M-F, 7:30am - 5:30pm PST

Mal. PO Box 8219
Stockion, CA 95208-0219

ACCOUNT SUMMARY

Accoent

81 Statement ID

Bl Dato Augusi 0, 2005
B0t Poriod Jul 01,2005 1o 4l 31,2005
Page 3 o 1

Account  Dsscription. .

. STARLINE TEST CUSTOMER
Credits -
Credit Amount

Current Charges
Taxes and Surcharges

Total for

.VOICESOURCE - SKTN
Current Charges
NDS Charges
Taxes and Surcharges

Total for

TOTAL

Billing Quastions

Hows. M-F, 7 30om - §:30pm PST Account
Phons 1-877-626-4325 B0 Statement ID
Fax (200) 9264140 B4 Date Augusi 0} 2005
Emal bilng@pacweast.com 81 Penod Jui01, 2005t Jul 31, 2005
Mai PO Box 8219 Page 4 of %
Stocklon, CA 85208-0218

ACCOUNT TAXATION SUMMARY

Account  Deseription : - Total

- VOICESOURCE - SKTN Tax Summary

Government Fees and Taxes
Relay Sevice and Communications Devices Fund @ 0 3%
Federal Excise Tax @ 3%
Local Tax- STOCKTON @ T%
Universa! Lifefine Surcharge - CA @ 15%
High Cast Fund Surcharge - Fund 8- CA@24%
Teleconnect Fund - CA @ 0 16%
State Regulatory Fee - CA@ 0 1%
911 Tax - CA@ 0 65%
High Cost Fund Surcharge - Fund A~ CA@O015%

Total Tax Chargas for

Tax Total




Biing Questions

Biling Questions
Hows. M-F, 7 30am - 5 30pm PST Account

Hours: M-F. 7 30am - 5.30pm PST Account

Phone 1-877-6264325 Bill Stalement ID Phone 1-877-626-4325 B4 Statoment 10
Fax. (209) 8264140 8IN Cate Augusi 09 2005 Faoc {209) 926-4140 Bd Date August 01 2005
Emak biling@pacwost.com Bill Perlod 101, 200510 Jub 31,2005 Emai biling @pecwastoom 813 Penod Jul 01, 2005 1o Jul 31 2005
Mall: PO Box 8218 Page 5 o o Mall PO Box 8219 Page 8 of "N
Stockton, CA §5208-0218 Stockton CA 95208-0219
CREOITS CREDITS
Credit Number Date Credit Number Date
07/12/2005 . 0713112005
Description Amaunt Dascription __Amount.
Tota! Credit Amount Total Credit Amount
Sales Tax

Qalos Tay
Total for Crodit _ Totalfor Credt




T —_—

8iling Questions - -
Hours M-F, 7 30am - 5§ 30pm PST Account
Phone: 1-877-626-4325 Bt Stalemant 1D .
Fax: (200) 3264140 Bl Date Auguat 01, 2005
Emal biling @pacwes!.com Bl Perivd 54 01, 2005 10 Jui 33, 2008
Mait PO Bax 8219 Page o 1
Stockion, CA 85208-0219 VOICESOURCE - SKTN
NDS CHARGES ;
NDS Charges Summary For 1000144007
NDS Charges Pre-Tax Sub Totel
NDS Charges Government Fees and Taxes
State Regulalory Fee - CA @ 0 11%
High Cost Fund Surcharge - Fund B - CA @ 24%
Teleconnect Fund - CA @0 18%
Unwversal Lifelino Surcharge - CA@ 1 5%
Relay Service and Commurications Devices Fund @ 0 3%
High Cost Fund Surcharge - Fund A- CA@O015%
Federal Excise Tax @ 3%
911 Tax- CA@ 065%
Local Tax - STOCKTON @ 7%
Total NDS Charges Far 1000144907
LNPLSR Transactions
LSRT fof PWO Dageriptl unt
- NDSLSRADMIN  LNP Administration Charge per -1
.. NDSLSRAOMIN  LNP Administraton Charge per 1
.. NDSLSRADMIN  LNP Admunistration Charge par 1
.- NDSLSRADMIN  LNP Administration Charge par 1
.- NDSLSRADMIN  LNP Administrafion Charge per 1
.- NDSLSRADMIN NP Administration Charge per 1
- NDSLSRADMIN  LNP Administration Charge per 1
.- NDSLSRADMIN  LNP Administration Charge per 1
- - NDSLSRADMIN  LNP Administration Charge per 2
.- NDSLSRADMIN  LNP Admirgstration Charge per 2
Total Charges

Pilot Numbers Activated PWO

- NDSPNADMIN Pilot Number Admnistration Ch 1
NDSPNADMIN Pilot Number AdministrationCh 1
NDSPNADMIN Pilot Number AdministratonCh 1
NDSPNADMIN Puot Number Administrston Ch -~ 1
NDSPNADMIN Pilot Number AdminstrationCh -~ 1
NOSPNADMIN Pilot Number Administration Ch 1
NDSPNADMIN Pilot Number Adminstration Ch 1
NDSPNADMIN Pilot Number Admiristration Ch 1
NOSPNADMIN Pilot Number Adminstration Ch 1
NDSPNADMIN Pilot Number Administraton Ch 1
NDSPNADMIN Pilot Number Administration Ch 1
NDSPNADMIN Pilot Number Administration Ch 1
NDSPNADMIN Piiot Number Agministration Ch 1
NDSPNADMIN  Pilot Number Administration Ch 1

Total Charges

Egmill%wg

NDSPNMAINT Pilot Number Malntenance Charg 1

Bliing Quasticns

Hours: M-F, 7 30am - §.30pm PST Account
Phone 1-877-626-4325 Bil Statement 1D
Fox: (209) 9264140 B Date August 01 2005
Emaik biling@pacwest com Bl Period Jul 01, 2005 to Jul 31, 2005
Mal PO Box 8219 Page 8 o 1
Stocklon, CA 852080219 VOICESOURCE - SKTN
NDS CHARGES
NDSPNMAINT Pilot Number Malntenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Pliot Number Malntenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Maintanance Charg 1
NDSPNMAINT Pliot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Maintanance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Mantenance Charg 1
NDSPNMAINT Piot Numbsr Maintenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Piot Number Maintenance Charg 1
NDSPNMAINT Piot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NOSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Pdot Number Maintonance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Malntenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NOSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Piot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
NDSPNMAINT Pilot Number Matntenance Charg 1
NDSPNMAINT Pilot Number Maintenance Charg 1
Total Charges
LNPd Telephone Numher Charges
PWOC Description Qty Rate Amount
NDSLNPNUMMAINT Pilot Number Maintenance Charg 64
Total Charges
Miscellaneous Order Chargas
Expedito Fee PWOC Description Qty Rate Amount
.- NDSEXPEDITE Expedite Charge - per PotNu 1
. NDSEXPEDITE Expedite Charge - per PlotNu 1
Total Charges -
n! I oC cription Qty Rata  Amount
NDSSUPPORDER  Supplemental Order Charge - pe 1
NDSSUPPORDER  Supplemental Order Charge -pe 1




Billing Questions Biking Questions
Houra, M-F, 7 30am - 6 30pm PST Account

Hours M-F, 7 30am - § 30pm PST Account

Phone: 1-877-626-4125 Bl Statemont ID Phano 1-877-626-4325 Bill Statement iD

Fax (209) 9264140 B Date August 01 2005 Fax (209) 826-4140 80 Date August 01, 2005

Email biling@pacwest com Bt Perod 01, 2005 to Jul 31, 2005 Emait biling@pacwest.com B Panod Ju101, 2005 to Jul 31, 2005

Mair PO Box 8218 Page 9 o N Mail: PO Box 8219 Page 10 of W
Stockion, CA 95208-0219 VOIGESOURCE - SKTH

Slockon, CA 85208-0219 VOICESOURCE - SKTN -

NDS CHARGES

Wi
- NDSSUPPORDER  Supplemental Order Charge - po 1
NDSSUPPORDER. Supplemental Ordor Charge - pe ) I
NDSSUPPORDER  Supplemental Order Charge - pe 1
Total Charges

Total Charges for PAGE INTENTIONALLY LEFT BLANK



Biliing Questions

Howrs M-F, 7.30am - § 30pm PST Account
Phoner 1-877-826-4325 Bl Statsment D
Fax: (209) 0264140 Bl Date Avgust 01, 2005
EmeD. biling@pacwest com Bl Period 4 01, 2005 to Jul 31, 2008
Mai- PO Box 8219 Page oo M
Stockton, CA 952080219

BiLL LEGEND

Tax Description

Fodoral Exclss Tax -

This Is a three percent tax mandated by the fedoral %oﬁaagn 1t Is imposed on all
telecommunicalions sorvices, including local, long distance and wireless bilts
Local Tax -
This chargs is imposed by local and municipal govemmenis on telecommunications services.
Universal Lifelina Surcharge -
This fee provides discounted basle residential telephone services (o low-Income households and
operates a compalilively neutral marketing program.
High Cost Fund Surcharge - Fund B -
This fee provides subsidies to camers of last resont for provkiing basic loca! telephone servica
to residential customers in high-cost arsas that are Sqoa_ﬂ served by SBC (Pacific Ball), Verzon
California, Citizens Telecommunications of California, and Roseville Telaphone Company The purpose
of the subsidies Is to keap basic telaphone sarvice affordable and to maeet the Commi si0n's
uriversal service goal.
Taleconnect Fund -
This charge is mandated by the Public Utililes Commission tp compensata the local phone company for
part of the cost of providing local telephone lines to schools, hospitals, libreries, etc , with
____ stateservices, I e, Intrastate long distance and local exchange services
M Taks —— ———— © mem e e
This charge is imposed by local governments 1o help pay for emergency services suchesfleand — ———
rescue e
High Cost Fund Surcharge - Fund A -
This fes provides a source of supplemental revenues to 17 small local exchange carriers for the
w.uwmuo of minimzing any rate dispartty of basic telephone services batween rural and metropolitan
i o
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the Quarterly Period Ended September 30, 2005
OR

[ 1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

Comnussion File Number 000-27743

PAC-WEST TELECOMM, INC.

(Exact name of registrant as spe]clﬁed mn 1ts charter)
California { 68-0383568

(State or other junsdiction of (IR S Employer Identification No )
incorporation or organization)

1776 W. March Lane, Suite 250

Stockton, California 95207
(Address of principal executive (Z1p Code)
offices)

(209) 926-3300
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 dunng the
preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90
days Yes [X]No[]

Indicate by check mark whether the registrant 1s a shell company (as defined in Rule 12b-2 of the Exchange Act) Yes [ ] No [X]

i
Indicate by check mark whether the registrant 1s an accelerated filer (as defined in Rule 12‘b-2 of the Exchange Act) Yes [ ] No [X]

As of October 31, 2005, the Company had an aggregate of 37,142,236 shares of common stock 1ssued and outstanding
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PART1
ITEM 1. FINANCIAL STATEMENTS

PAC-WEST TELECQMM, INC

Condensed Consolidated Ilialance Sheets

(Dollars n thousands except shnrle and per share data)

ASSETS
Current Assets
Cash and cash equivalents
Short-term investments !
Trade accounts receivable, net of allowances of
$166 and $366 at Scptember 30, 2005 and
December 31, 2004, respectively
Receivable from transition service agreement
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Other assets, net

Total assets '

l

LIABILITIES AND STOCKHOLDERS' EQUiTY
Current Liabilitics
Accounts payable
Current obligations under notes payable and capital leases
Accrued nterest I
Other accrued habihities
Total current liabilities
Senior Notes
Notes payable and capital leases, less current portion
Other habihties, net
Total labilities

Commutments and Contingencies (Note 8)
Stockholders' Equity ‘
Preferred stock, no par value, 600,000 shares authonzed, none
1ssued and outstanding
Common stock, $ 001 par value, 100,000,000 shares
authorized, 37,141,986 and 36,792,426 shares 1ssued
and outstanding at September 30, 2005 and December 31,
2004, respectively
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive loss
Deferred stock compensation
Total stockholders' equity

Total iabilities and stockholders’ equity

September 30, December 31,
2005 2004
(Unaudited)
$ 16,952 $32,265
7,005 10,501
8,519 12,277
2,181 -
4874 5,813
39,531 60,856
36,769 43,413
1,145 2,783
$77.445 $ 107,052
$ 6,401 $5.684
3,468 2,889
812 2,208
7,819 13,291
18,500 24,072
36,102 36,102
3,27t 28,936
155 353
58,028 89,463
37 37
191,275 204,540
(171,411) (186,309)
(63) (114)
421) (565)
19,417 17,589
$ 77,445 $107,052

See notes to unaudited condensed consolidated financial statements




PAC-WEST TELECOMM, INC.
Condensed Consolidated Statements of Operations
and Comprehensive Income (Loss)
(Unaudited, in thousands except per share data)

Three Months Ended Nine Months Ended
September 30, September 30,
2005 2004 2005 2004
Revenues $22,383 $31.652 $72,383 $88912
Costs and Expenses
Network expenses (exclusive of depreciation shown separately below) ! 9,628 8,535 29,901 30,175
Selling, general and admimistrative 13,006 14,454 40,127 42,984
Reimbursed transition expenses ' (4,470) - (7,318) -
Depreciation and amortization 3,365 1,760 10,349 24975
Restructuring charges ' 24 124 630 503
Total operating expenses 21,553 30,873 73.689 98,637
Income (loss) from operations 830 779 (1,306) 9,725)
Interest expense, net 1,091 3,073 5.198 8,852
Other expense, net 216 833 154 817
Gain on sale of enterprise customer base (267) - (24,132) -
Loss on extinguishment of debt - - 2,138 -
(Loss) income before income taxes (210) (3,127) 15,336 (19,394)
income tax (benefit) expense (84) - 438 3
Net (loss) income . $(126) $(3,127) $ 14,898 $(19.397)
|
Basic income (loss) per share I $(000) $ (0 09) $040 $(053)
Diluted income (loss) per share | $(000) $(009) $038 $(053)
Weighted Average Shares Outstanding
Basic 37,132 36,618 36,958 36,686
Diluted 37,132 36,618 38,718 36,686
Comprehensive (Loss) Income
Net (loss) income $(126) $(3,127) $ 14,898 $(19,397)
Unrealized gains (losses) on investments 31 40 51 (80)
Comprehensive (loss) income ! $ (95) 5 (3.087) $ 14,949 $ (19477)

See notes to unaudited condensed consolidated financial statements
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PAC-WEST TELECOMM, INC.
Condensed Consolidated Statements of Cash Flows
(Unaudited, in tho:usands)

Operating activities

Net income (loss)
Adjustments to reconcile net income (loss) to net cash
provided by operating activities
Depreciation and amortization
Amortization of deferred financing costs
Amortization of discount on notes payable
Amortization of deferred stock compensation
Loss on extinguishment of debt
Gain on sale of enterprise customer base
Proviston for doubtful accounts
Net loss on disposal of property
Changes 1n operating assets and habilities
Decrease (increase) 1n accounts receivable
Increase in receivable from transition service agreement
Decrease 1n prepaid expenses and other current assets
Decrease 1n other assets
Increase (decrease) in accounts payable
Decrease 1n accrued interest
Decrease 1n income tax payable
Decrease 1n other current hiabilities and other habihities
Net cash provided by operating activities ;

Investing activities

Purchase of property and equipment
Proceeds from disposal of property and equipment
Redemptions (purchase) of short-term investments, net
Business acquisitions
Proceeds from sale of enterprise customer base
Returned deposits/other associated with the enterprise customer base sale
Other
Net cash provided by (used) in investing activities

Flnancmg activities

Repayments of notes payable
Proceeds from the 1ssuance of common stock
Principal payments on capital leases
Net proceeds from borrowing under notes payable
Payments for deferred financing costs

Net cash provided by (used) n financing activities

Net decrease 1n cash and cash equivalents

Cash and cash equivalents

Begmning of period
End of perniod

Supplemental Disclosure of Cash Flow Information !
Cash paid during the year for

Interest
Income taxes ‘

See notes to unaudited condensed consohdated financial statements

Nine Months Ended
September 30,
2005 2004
$ 14,898 $(19,397)
10,349 24,975
255 521
1,262 3,990
144 149
2,138 -
(24,132) -
172 39
187 817
964 (1,024)
(2,181) -
2,507 843
307 345
417 (1,134)
(1,116) (763)
6) -
(1,197) (3.565)
4,968 5,796
(6,434) (5.935)
99 147
3,547 (13,057)
- (587)
26,953 -
(3,536) -
200 -
20,829 (19.432)
(42,766) (642)
225 64
(518) (2,467)
1,949 3,322
- (246)
(41,110) 31
(15,313) (13,605)
32,265 34,657
$ 16,952 $ 21,052
$5,572 $5378
$ 495 $ -




PAC-WEST TELECOMM, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2005

The terms "the Company,” "Pac-West," "we," "our," “us,” and similar terms used 1n this Form 10-Q, refer to Pac-West Telecomm, Inc
1 Organization and Basis of Presentatton

The Company 1s an independent provider of integrated communication solutions that enable communication providers to use the Pac-West network and its
services as an alternative to building and maintaining their own network to meet their end-users needs The Company’s customers currently include Internet service
providers (ISP), enhanced communication service providers (ESPs) and other direct providers of communication services to business or residential end-users,
collectively referred to as service providers (SPs) On March 11, 2005, the Company sold substantally all of 1ts enterprise customer base to U S TelePacific Corp
(TelePacific) while retaining the Company’s associated network assets

These accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles generally accepted for
intenim financial information n the United States of America pursuant to the rules and regulations of the Securities and Exchange Commussion (SEC) Accordingly, they
do not include all of the information and notes required by accounting principles generally accepted 1n the United States of America (US GAAP) for complete financial
statements In the opinion of management, all adjustments, consisting only of normal recurring adjustments, considered necessary for a fair presentation for the pertods
indicated, have been included Operating results for the nine months ended September 30, 2005 are not necessarily indicative of the results that may be expected for the
year ending December 31, 2005 The condensed consolidated balance sheet at December 31, 2004 has been derived from the audited consolidated balance sheet at that
date, but does not include all of the information and notes required by US GAAP for complete financial statements These unaudited condensed consohdated financial
statements should be read 1n conjunction with the audited consolidated financial statements and the notes thereto of the Company as of and for the year ended
December 31, 2004, included 1n the Company's Annual Report on Form 10-K filed with the SEC on March 30, 2005

Based on criteria established by Statement of Financial Accounting Standards No 131 (SFAS 131), “Disclosures about Segments of an Enterprise and Related
Information,” the Company has determined that it has one reportable operating segment While the Company monitors the revenue streams of our various services, the
revenue streams share almost all of the various operating expenses As a result the Company has determined that 1t has one reportable operating segment

These unaudited condensed consohdated financial statements include the results of operations of the Company and its subsidiaries All intercompany accounts
and transactions have been ehiiminated Certain prior period amounts have been reclassified to conform to current period presentations

2. Sale of Substantially All of the Enterprise Customer Base:

On March 11, 2005, the Company sold substantially all of 1ts enterprise customer base to TelePacific while retaining the Company’s associated network assets,
impacting approximately 150 employees Under the terms of this transaction, TelePacific acquired certain assets, such as property and equipment with a net book value
of approximately $3 0 million and other assets of approximately $0 6 million, and assumed certain liabilities of approximately $0 7 million, m exchange for $26 9 million 1in
cash As aresuit, the Company recorded a gain of $24 0 million from this sale during the first quarter of 2005 Subsequent to the first quarter of 2005, the Company
recorded a net gain of $0 1 million for adjustments associated with this sale and an amendment to the Asset Purchase Agreement (APA) as discussed below

In addition on March 11, 2005, the Company entered into a Transition Service Agreement (TSA) with TelePacific that, among other things, obligates 1t to provide
certain transition services to TelePacific at its estimated cost for a one-year period subject to extension for two additional three-month periods The estimated costs to
be rexmbursed to the Company include network related and administrative support services which are provided exclusively to TelePacific According to the TSA,
TelePacific received a $2 0 million credit against the total amount to be billed that occurred during the second quarter of 2005 During the third quarter of 2005, the
Company and TelePacific entered into an amendment to resolve certain disputed matters ansing out of the APA and to amend and modify the TSA The TSA
amendment included, among other things, a credit to TelePacific of up to $0 5 million during the fourth quarter of 2005 against future estimated costs to be reimbursed
to the Company, and the elimination of a cap of $10 5 milhon for certain types of network related services for which TelePacific 1s obligated to reimburse the Company
during the mmitial 12 month transition period !

For the three and nine months ended September 30, 2005, the Company recorded reimbursed transition expenses of $4 5 million and $7 3 million, respectively, 1n
accordance with the TSA The amounts are recorded as a reduction to costs and expenses on a separate line item 1n the condensed consolidated statements of
operations Costs billed under the TSA are based upon estimated costs to the Company, and the Company anticipates that no profit will be recognized on the services
performed under the TSA The enterprise services are provided by the same network assets and maintained and operated by the same employee base as other services
provided by the Company until TelePacific can transition the enterprise customer base onto 1ts own network As such, the Company’s common network services or
expenses cannot be segregated based upon the services provided and therefore the estumated costs have primarily been billed based upon a fixed fee per type of
service or transaction Due to the inseparabihity of the Company’s network, the absence of identifiable shared costs, and as no network assets were sold to TelePacific,
the Company determined the assets sold did not constitute discontinued operations

As of September 30, 2005, the Company had receivables of approximately $2 2 million related to the TSA and approximately $1 4 rmlhion related to the sale of
substantially all of the enterprise customers to TelePacific The receivable from TelePacific related to the enterprise customers 1s included 1n prepaid expenses and other
current assets 1n the condensed consolidated balance sheet




3. Stock Based Compensation: |

The Company follows Accounting Principles Board Opinion No 25, "Accounting for Stock Issued to Employees” for 1ts stock based compensation plans The
Company has adopted the disclosure-only provisions of Statement of Financial Accounting Standards (SFAS) No 123, "Accounting for Stock-Based Compensation,”
to disclose pro forma information regarding options granted to 1ts employees based on specified valuation techniques that produce estimated compensation charges [f
compensation expense for our stock-based compensation plans had been determined 1n accordance with the fair value as prescribed in SFAS No 123, the Company's
net (loss) income per share would have been as follows V

Three Months Ended Nine Months Ended

!
September 30, September 30,
2005 . 2004 2005 2004

(Dollars in ll?ousands except per share amounts)

|
Net (loss) income as reported $(126) ; $3.127) $ 14,898 $(19,397)

Total stock-based employee compensation included in i
reported net (loss) imncome, net of tax 48 54 140 149

Total stock-based employee compensation determined '
under the fair value based method, net of tax (168) (176) (442) (1,310)
Pro forma $ (246) ! $(3.249) $ 14,596 $(20,558)

|

Basic net income (loss) per common share ,
As reported $000) | $09) $040 $(053)
Pro forma soon | $@©09) $039 $ (0 56)

Diluted net income (loss) per common share 5
As reported $ (0 00) $(009) $038 $(053)
Pro forma $01) $(009) $038 $(056)

|

For the quarter ended September 30, 2005, potential common stock was antidilutive, z‘is 1t decreased the net loss per share Accordingly, 1,181,326 shares were
excluded from the diluted net loss per share calculation for the quarter ended September 30, 2005 For the three and nine month periods ended September 30, 2004,
potential common stock was antidilutive, as 1t decreased the net loss per share Accordingly, 972,853 and 1,600,640 shares were excluded from the diluted net loss per
share calculation for the three and nine months ended September 30, 2004, respectively

|
The Company uses the Black-Scholes option-pricing model to derive the theoretical fair value of employee stock option grants The fair value of each option was
estimated on the date of grant using the Black-Scholes option-pricing model with the following assumptions in the periods ended September 30, 2005 and 2004,
respectively

Three Months Ended Nine Months Ended
September 30, September 30,
2005 1 2004 2005 2004
i

Risk-free interest rate 393% 326% 3 84% 3 06%
Expected volatihty 106% 110% 106% 112%
Expected dividend yield - - - -
Expected hife 4 years 4 years 4 years 4 years
Fair value of options granted $064 $065 $090 $110




4. Concentration of Customers and Suppliers

For the three and nine months ended September 30, 2005 and 2004, the Company had the following concentrations of revenues and operation costs

Three Months Ended Nine Months Ended
September 30, September 30,

2005 2004 2005 2004
Largest customers Percentage of total
revenues
Customer 1 252% 328% 23 8% 233%
Customer 2 143% 14 8% 17 4% 173%
Largest supplier Percentage of network expenses 60 2% 50 3% 45 9% 40 1%

During each of the comparison periods, no other customer accounted for more than 10% of total revenues Customer | represented 19% of trade accounts
recervable as of September 30, 2005 and 12% of trade accounts receivable at December 31, 2004 No other customer represented more than 10% of trade accounts
receivable The Company’s largest source of operating costs was from one incumbent local exchange carrier (ILEC) for each of the comparison periods

5. Restructuring Charges

2001 and 2002 Restructuring Plans

A summary of the activity for the nine months ended September 30, 2005 pertaining to the Company’s 2001 and 2002 restructuring plans, which 1s included 1n other
accrued liabihties 1n the accompanying condensed consolidated balance sheets as of September 30, 2005 and December 31, 2004, consist of the following

Restructuring Additional Restructuring
Liability Restructuring Liability
as of Expense Cash as of
Dec. 31, 2004 lncurreld Payments September 30, 2005
(Dollars 1n thousands)
Rent expense for vacated premises $ 2,464 $ 46 5 (476) 52,034

The amount of the reserve for vacated premises 1s equal to the monthly lease payment of the unoccupied space, less any estimated sublease income, multiplied by
the remaining months on the lease In regards to the Colorado facility, no sublease income was estimated due to the specialized nature of the facility During the nine
months ended September 30, 2005, the Company recorded additional restructuring charges of approximately $46,000 due to increased common area operating expenses
at the Colorado facility The final cash payment to be recorded against the restructuring reserve 1s currently expected to occur in March 2010

2005 Restructuring Plan

The Company has recorded restructuring charges in connection with the completion of the sale of substantially all of its enterprise customer base to TelePacific on
March 11, 2005, primanly consisting of employee separation costs Of the approximately {150 employees affected by the sale to TelePacific, an esumated 80 employees
have been or will be mvoluntanly terminated As of September 30, 2005, approximately 70 employees had been involuntanly terminated The final cash payment to be
recorded against the 2005 restructuring reserve s expected to occur in March 2006 However, should TelePacific exercise 1ts option to extend the term of the TSA, the
Company may incur additional employee termmation benefit costs and the timing of the; Company’s final cash payments under the 2005 restructuring plan would also
be extended i

!

The costs incurred in connection with the restructuring plan are comprised of benefits to employees who were or will be involuntanly terminated and costs related
to rent expense for vacated premises These costs are included in restructuring charges n the accompanying condensed consolidated statements of operations and
comprehensive income (loss) During the nine months ended September 30, 2005, costsl incurred for employee termination benefits for approximately 85 employees
amounted to $540,000 and costs incurred for vacated premises totaled $44,000 During the third quarter of 2005, the Company recorded additional costs incurred for
employee termination benefits of $13,000 and additional costs incurred for vacated premuses of approximately $11,000

The Company anticipates total cash payments for employee termination benefits, which 1s contingent upon the actual termination date of the remaining employees,
and rent expense for vacated premmses, which ended 1n October 2005, to be approximately $549,000 and $52,000, respectively However, should TelePacific exercise its
option to extend the term of the TSA, the Company may incur additional employee termination benefit costs




A summary of the restructuring expenses and the associated hability pertaining to the Company's 2005 restructuring plan, which 1s included in other accrued
liabilities 1n the accompanying condensed consolidated balance sheet as of September 30, 2005, consist of the following

Restructuring Additional Restructuring
Liability Restructuring Liability
as of Expcns'e Cash as of
Dec 31,2004 Incurred Payments September 30, 2005
(Dollars 1n thousands)
One-time employee termination benefits $- $ 540 $(475) 565
Rent expense for vacated premises - ! 44 (44) -
$- i $584 $(519) $65

6 Income Taxes*

The Company's effective income tax rate for the quarters ended September 30, 2005;and 2004 was 40 0% and 0 0%, respectively, and was 2 9% and 0 0%, for the
nine months ended September 30, 2005 and 2004, respectively The Company anticipates!using 1ts available tax net operating losses to offset the majortty of any income
tax owed on the gain from the sale of substantially all of its enterprise customer base to TelePacific As of September 30, 2005, income taxes payable was $0 0 million

7. Other Comprehensive Income (Loss): |
I
For the quarters ended September 30, 2005 and 2004, there was $31,000 and $40,000,irespecnvely, of other comprehensive income pertaining to net unrealized
investment gains (losses) on available-for-sale marketable securities For the nine months ended September 30, 2005 and 2004, there was $51,000 and $(80,000),
respectively, of other comprehensive income (loss) pertaining to net unrealized investment gains (losses) on available-for-sale marketable securities

8. Commitments and Contingencies !

From time to time, the Company 1s subject to audits with various tax authorities that arise during the normal course of business During the third quarter of 2005,
the Company received two tax assessments ansing from audits Subsequent to the third quarter of 2005, the Company filed appeals against both assessments The
Company believes resolutions to vanous tax audits that the Company may be involved with in the normal course of business will not materially harm 1ts business,
financial condition or results of operations

There have been no matenal developments n the lingation previously reported in the Company's Annual Report on Form 10-K for the period ended December 31,
2004 as filed with the SEC on March 30, 2005 From time to tme, the Company 1s a party to htigation that anses in the ordnary course of business The Company
believes that the resolution of this litigation, and any other litigation the Company may be nvolved with in the ordinary course of business, will not matenally harm 1its
business, financial condition or results of operations

9. Related Party Transachons:

A significant stockholder of the Company, Bay Alarm, together with 1ts subsidiary [nReach I[nternet, LLC, 1s a customer of the Company As of March 11, 2005,
Bay Alarm was included 1n the sale of substantially all of the enterprise customer base to TelePacific, however InReach Intenet, LLC, remains a customer of the
Company Bay Alarm continues to provide the Company with security monitoring services at 1ts normal commercial rates The Company also leases a facility 1n
Oakland, Califormia from Bay Alarm Certain information concerning these arrangements with Bay Alarm are as follows

Three Months Ended . Nine Months Ended
September 30, ) September 30,
2005 2004 ¢ 2005 2004
(Dollars 1n thousands)

Revenues 3218 $419 $751 $1,176
Revenues as a percentage of total revenues 10% 13% 10% 13%
Securnity monitoring costs $7 58 $26 $26
Oakland property rent payments $ 88 387 $265 $273

At September 30, 2005 and December 31, 2004 the Company had no amounts receivable from Bay Alarm All expenses paid to Bay Alarm are included 1 selling,
general and administrative expenses 1n the accompanying condensed consolidated statements of operations




10. Debt and interest expense, net*

At September 30, 2005 and December 31, 2004, long-term debt and capital lease oblig

ations consist of the following

September 30, December 31,
2005 2004
(unaudited)
(Dollars 1n thousands)
Senior Notes $ 36.l02! $ 36,102
Senior Secured Note, net of discount of $16,134 -i 24,500
Capital lease obligations 765 1,285
Notes payable 5,974 6,040
Less current portion of notes payable and capital leases (3,468) (2,889)
$39373 $ 65,038

The Senior Notes of which there 1s $36 1 mitlion 1n principal amount outstanding at September 30, 2005, mature on February 1, 2009 and bear interest at 13 5% per
annum payable in semiannual installments, with all principal due in full on February 1, 2009

The Senior Secured Note, which was initially issued 1n the principal amount of $40 0 million, accrued interest at a rate of LIBOR plus 0 5%, and was to mature
December 2006 On March 11, 2005, pursuant to the terms of a Payoff Letter, by and beltween the Company and Deutsche Bank AG — London (Deutsche Bank), the
Company utihzed $26 9 milhion of proceeds from the sale of substantially all of its enterprise customer base to TelePacific, as well as $13 8 million from cash on hand, to
prepay in full the Senior Secured Note (including all outstanding principal and accrued and unpaid mterest) In addition, pursuant to the terms of the Payoff Letter, the
Company retired the related warrants to acquire up to 26,666,667 shares of the Company’s common stock 1n connection with the Senior Secured Note, which decreased
additional paid n capital by approximately $13 5 milhon The prepayment of the Semor Secured Note and the retirement of the related warrants resulted 1n a $2 1 million
loss on the extinguishment of debt

During the second quarter of 2004, the Company entered into a secured financing arrangement with Merrill Lynch Caputal, a division of Merrill Lynch Business
Financial Services, Inc , pursuant to which the Company may borrow up to an aggregate amount of $10 0 million, subject to certain conditions This financing
arrangement was structured 1n a manner that provides for multiple credit facilities up to an aggregate of $10 0 million with each facility having separate closing dates
and repayment schedules Additional borrowing under this secured financing arrangement expired on December 31, 2004 The principal and accrued interest of each
facility shall be payable in 36 equal monthly installments The Company has the option to prepay the outstanding facility after 18 months subject to a maximum premum
of 3% of the outstanding facility Interest on each factlity was fixed at 5% plus the 3-year lswap rate, as published by Bloomberg Professional Services, determined two
business days prior to the closing date of each facility During the second and third quarters of 2004, the Company had borrowed a total of approximately $5 4 million
under the Merrill Lynch Capital financing arrangement under two credit facilities both wnt[h interest rates of 8 6% The Company used the proceeds of this financing
arrangement to acquire new telecommunication switch and related equipment, which secure borrowings under this financing arrangement As of September 30, 2005,
the principal balance was $3 3 million and 1s included under Notes payable 1n the above talble

|
In May 2005, the Company entered 1nto a secured borrowing arrangement with Mernill Lynch Capital pursuant to which the Company borrowed $1 9 million ata
fixed rate of 8 6% The principal and accrued interest shall be payable in 36 consecutive monthly installments commencing July 1, 2005 The Company has the option to
prepay the outstanding balance after 18 months but prior to 24 months subject to a premium of 3%, and 1f paid thereafter, accompanied by a premium of 1% The
borrowing arrangement 1s secured by telecommunications switching and computer equipment As of September 30, 2005, the principal balance of $1 8 million 1s mcluded
under Notes payable in the above table

In May 2004, the Company completed financing agreements for various netwlork equipment with Cisco Systems, Inc These financing agreements were
comprised of $1 4 million of equipment capital leases and a $1 6 million note payable exchanged for a 36-month maintenance services agreement As of September 30,
2005, the principal of the capital lease was $0 8 million and 1s included under Capital lease obligations in the above table As of September 30, 2005, the balance of the
note payable was $0 9 million and 1s included under Notes payable in the above table




Interest expense, net for the three and nine months ended September 30, 2005 and 2004 was as follows

Three Months Ended Nine Months Ended
September 30, September 30,
2005 [ 2004 2005 2004
(unaudited) l (unaudited) (unaudited) (unaudited)

(Dollars 1n thousands) (Dollars 1n thousands)
Interest on Senior Notes $1,218 $1,218 $3.655 $3.668
Accreted discount on Senior Secured Note - 1412 1,262 3,990
Amortization of deferred financing costs 50 182 255 521
Other interest expense I 5 379 524 926
Less interest income (182) (118) (498) (253)
Interest expense, net $ 1,091 $3,073 $5,198 $ 8,852

11. Recent Accounting Pronouncements: .

In December 2004, the Financial Accounting Standards Board (FASB) 1ssued SFAS) No [23R, “Share-Based Payment " Among other items, the standard requires
the Company to recognize compensation cost for all share-based payments, 1in the Company’s consolidated statements of operations Depending on the model used to
calculate stock-based compensation expense 1n the future and other requirements of SFAS No [23R, the pro forma disclosure in Note 3 may not be indicative of the
stock-based compensation expense that will be recognized 1n the Company’s future financial statements On Apnil 14, 2005, the Secunties and Exchange Commussion
(SEC) amended Regulation S-X to allow SEC registrants to delay the implementation date of SFAS No 123R to the beginning of the first fiscal year after June 15, 2005
The Company plans to implement SFAS No 123R beginning with its first quarterly report after January 1, 2006 The Company 1s currently evaluating the new standard
and models, which may be used to calculate future stock-based compensation expense

!

In March 2005, the SEC issued Staff Accounting Bulleun (SAB) No 107, "Share!Based Payment,” which provides the staff's views regarding the valuation of

share-based payment arrangements for public companies

In May 2005, the FASB 1ssued SFAS No 154, **Accounting Changes and Error Corrections ” Among other changes, SFAS No 154 requires that a voluntary
change 1n accounting principle be applied retrospectively with all prior period financial statements presented on the new accounting principle, unless 1t 1s impracticable
to doso SFAS No 154 also provides that (1) a change 1n method of depreciating or amortizing a long-lived non-financial asset be accounted for as a change 1n
estimate (prospectively) that was effected by a change 1n accounting principle, and (2) carrection of errors 1n previously 1ssued financial statements should be termed a
“restatement " This statement shall be effective for accounting changes and corrections of errors made 1n fiscal years beginning after December 15, 2005 The Company
does not expect the adoption of SFAS No 154 to have a material impact on its financial position, results of operations, or cash flows

12 Preferred Stock Purchase Rights

On August 30, 2005, the Company created a series of 600,000 shares of preferred stock, without par value, designated as Series A Junior Participating Preferred
Stock (the “Preferred Stock™) and adopted a rights agreement (the “‘Rights Agreement™) with Wachovia Bank, National Association, as rights agent Under the Rights
Agreement, each common shareholder receives one right to purchase one one-hundredthof a share of the Preferred Stock for each share of common stock owned by
the shareholder Holders of the Rights are entitled to purchase for $8 00 one one-hundredth of one share of the Company's Preferred Stock 1n certain hmited
circumstances involving acquisitions of, or offers for, 15 percent or more of the Company,’s common stock After any such acquisition 1s completed, each Right enutles
1ts holder to purchase for $8 00 an amount of common stock of the Company, or in certain circumstances securities of the acquirer, having a then current market value
of two times the exercise price of the Right In connection with the Rights Agreement, each one-hundredth of one share of the Preferred Stock will generally be afforded
economic rights simlar to one share of the Company's common stock Prior to the acquisition by a person or group of a 15% or more beneficial interest in the common
stock, the Rights are redeemable for $0 0001 per Right, subject to adjustment The Rights will expire on August 30, 2015 unless they are earlier redeemed, exercised or
exchanged by the Company :

13. Subsequent Event i

On November 9, 2005, the Company entered nto a Loan and Security Agreement (Loan Agreement) with Comerica Bank (Bank), which provides for up to
$5,000,000 of revolving advances and up to $15,000,000 of term loans




The Loan Agreement provides for the Bank to make revolving advances to the Company not to exceed the lesser of $5,000,000 or 80% of 1ts ehigible accounts
receivable until November 9, 2007, at which time all revolving loans are immediately duI: and payable The Loan Agreement also provides for the Bank to make one or
more term loans to the Company 1n two tranches, Tranche A and Tranche B, which shall be used to finance capttal expenditures and acquisitions and/or to refinance
the Senior Notes due 1n 2009 The term loans made pursuant to the Loan Agreement shall not exceed $15,000,000 in the aggregate, and shall also not exceed the
following limitatrons (1) 100% of the invoice amount of capital expenditures on equipment approved by the Bank from time to time to be purchased by the Company,
excluding software, taxes, shipping, warranty charges, freight discounts and nstallationjexpense (collectively, “Soft Costs™), (2) $4,500,000 toward the invoice amount
of aggregate Soft Costs (1n the case of (1) and (2), which the Company shall, 1n any case, have purchased or expended since June 1, 2005), (3) $5,000,000 toward the
purchase of the Sentor Notes, and (4) $5,000,000 1n the aggregate at any time for strategic acquisitions Any such term loans made through June 9, 2006 may be made as
Tranche A term loans After June 9, 2006, no further Tranche A term loans shall be made, and any such terms loans cutstanding under Tranche A on June 9, 2006 shall
be payable n thirty-one (31) equal monthly installments of principal, plus all accrued nterest, beginning on July 1, 2006 until paid in full Term loans made from June 9,
2006 to January 9, 2007 shall be made as Tranche B term loans After January 9, 2007, no further Tranche B term loans shall be made, and any such term loans
outstanding under Tranche B on January 9, 2007 shall be payable in twenty-four (24) equal monthly installments of principal, plus all accrued interest, beginning on
February 1, 2007 until December 31, 2008, at which time all term loans shall be immediately due and payable

Rates for borrowing under the Loan Agreement are based, at the Company's election, on an interest rate tied to a Eurodollar rate or the Bank’s prime rate With
respect to Eurodollar loans, the rate 1s 2 75% above Eurodollar for revolving advances and 3 25% above Eurodollar for term loans With respect to prime rate loans, the

rate 15 equal to the Bank’s prime rate for revolving advances and 0 5% above the Bank's prime rate for term loans
i

The Loan Agreement 15 secured by substantially all of the Company’s personal proplerly The Loan Agreement contains usual and customary events of default for
facilities of this nature and provides that upon the occurrence of an event of default, the Bank may, among other things, accelerate the payment of all amounts payable
under the Loan Agreement and cease to advance money or extend credit Under the terms of the Loan Agreement, the Company 1s also required to maintan certain
financial and restrictive covenants which lmit, among other things, its ability to incur additional indebtedness, create hens, acquire, sell or dispose of certain assets,
engage in certain mergers and acquisitions, pay dividends and make certain capital expenditures Borrowing under the Loan Agreement 1s subject to receipt of specified
regulatory approvals and the satisfaction of other customary conditions
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ITEM 2 MANAGEMENT'S DISCUSSION AND ANALYSIS OF FlNAz\lClAL CONDITION AND RESULTS OF OPERATIONS

|
|

Except for the historical information contained herein, this report contains forwar'd-loukmg statements, subject to uncertainties and risks In this Quarterly
Report on Form 10-Q, our use of the words "outlook,” "expect,” "anucipate,” "estunate,”" "forecast,” "project,” "likely,” "objective,” "plan,” "designed,”
""goal," "target," and similar expressions s intended to idennify forward-looking statements While these statements represent our current Judgment on what the
Suture may hold, and we believe these yudg Is are reas ble, actual results may differ mnaterially due to numerous impaortant risk factors that are described in
our Annual Report on Form 10-K for the period ended December 31, 2004, as filed »l"illx the SEC on March 30, 2005, which may be revised or supplemented in
subsequent reports filed by us with the SEC Such risk factors include, but are not limited to our level of indebtedness, an inabtlity 1o generate sufficient cash to
service our indebtedness, regulatory and legal uncertainty with respect to intercarrier compensation payments recewved by us; the migration to broadband
Internet access affecting dial-up Internet access, the loss of key executive officers could negatively impact our business prospects; an increase in our network

expenses, migration of our enterprise customer base to US TelePacific Corp. occurring sooner or later than contemplated, and our principal competitors for
local services and potential additional competitors have advantages that may adversely affect our ability to compete with them.

Introduction

We are an independent provider of integrated communication solutions that enable communication providers to use our network and services as an alternative to
building and maintaining their own network to meet their end-users needs Our customers currently include Internet service providers (ISP), enhanced communication
!
service providers (ESPs) and other direct providers of communication services to business or residential end-users, collectively referred to as service providers (SPs)

We announced n October 2005 the first phase of a planned national expansion begmrfnng in early 2006, to offer our full suite of voice over Internet protocol (VolP)
and Internet access enabling services in 36 major metropolitan markets, covering more than 50% of the U S population We are positioning ourselves as a key player in
the SP space with a focus on expansion through enabling others to become voice service providers This planned expansion will provide a nationwide, single source
platform that seamlessly bridges the public switched telephone network (PSTN) and the Intemet targeted at VolP providers, wireless broadband providers, [SPs,
carriers and other Next Generation service providers We are in the business of enabling any company to become a custom phone company In addition, this planned
expansion 1s anticipated to increase our market share of dial-up Internet services While we expect that the majonity of dial-up Internet service will migrate to broadband
over time, 1t 15 a large target market and we remain focused on serving the needs of our cu;stomers

We built and are expanding our facilities-based network to capitalize on the significant growth in [nternet usage and 1 the related demand for local telephone
service by SPs We believe the statewide footprint of our current network, which encompasses all of the major metropolitan areas of California, and the recent planned
national expansion, provides us with a compeutive advantage over mcumbent local exchange carmers (ILECs) and competitive local exchange carners (CLECs) Our
ubiquitous network n California and our current networks and growth in Anizona, Nevada, Oregon, Utah and Washington enable SPs to provide their end-users with
access to Internet, paging and other data and voice services, such as VolP through a tocal call We beheve the breadth of our product offerings, such as the expansion
of our VoiceSource product during 2005, and the structure of our network enables us to generate high network utihzation

In response to our evolving business model, which as described above, 1s focused on providing communication solutions to other communication providers, on
March 11, 2005, we sold substantially all of our enterprise customer base to U S TelePacific Corp (TelePacific) while retaiming our associated network assets, impacting
approximately 150 employees Under the terms of this transaction, TelePacific acqunrgd certain assets, such as property and equipment with a net book value of
approximately $3 0 mulhion and other assets of approximately $0 6 million, and assumed certain habilities of approximately $0 7 milhion, in exchange for $26 9 million 1n
cash As a result, we recorded a gain of $24 0 million from this sale during the first quarter of 2005 Subsequent to the first quarter of 2005, we recorded a net gamn of $0 |
million for adjustments associated with this sale and an amendment to the Asset Purchase Agreement (APA) as discussed below

!

In addition on March 11, 2005, we entered into a Transition Service Agreement (TSA) with TelePacific that, among other things, obligates us to provide certain
transition services to TelePacific at our estimaled cost for a one-year period subject to extension for two additional three-month periods The estimated costs to be
reimbursed to us include network related and admimnustrative support services which are provided exclusively to TelePacific According to the TSA, TelePacific received
a $2.0 million credit agamst the total amount to be billed that occurred during the second quarter of 2005 During the third quarter of 2005, we entered mto an
amendment with TelePacific to resolve certain disputed matters arising out of the APA and to amend and modify the TSA The TSA amendment included, among other
things, a credit to TelePacific of up to $0 5 rmllion during the fourth quarter of 2005 agaist future estimated costs to be reimbursed to us, and the elimination of a cap of
$10 5 milhion for certain types of network related services for which TelePacific 1s obligated to reimburse us during the 1nitial 12 month transition period

For the three and nine months ended September 30, 2005, the Company recorded reimbursed transition expenses of $4 5 mithion and $7 3 million, respectively, in
accordance with the TSA These amounts are recorded as a reduction to costs and expens'es on a separate line 1tem 1n the condensed consolidated statements of
operations and comprehensive income (loss) Costs billed under the TSA are based upon estimated costs to us, and we anticipate that no profit will be recognized on
the services performed under the TSA The enterprise services are provided by the same network assets and maintained and operated by the same employee base as
other services provided by us unt1] TelePacific can transition the enterprise customer baselomo uts own network As such, our common network services or expenses
cannot be segregated based upon the services provided and therefore the estimated costs have primarily been billed based upon a fixed fee per type of service or
transaction Due to the inseparability of our network, the absence of 1dentifiable shared costs, and as no network assets were sold to TelePacific, we determined the
assets sold did not constitute discontinued operations




|
|
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In connection with the completion of the sale of substantially all of our emerpnse customer base to TelePacific on March 11, 2005, we recorded restructuring
charges of approximately $384,000 during the quarter ended March 31, 2005 These charges primarily consist of employee separation costs for approximately 80
employees previously associated with the enterpnise customer base who have been or will be involuntanly terminated, as well as rent expense for vacated premises As
of September 30, 2005, approximately 70 employees had been involuntarily lermmalefl Subsequent to the first quarter of 2005, additional costs of approximately
$200,000 were ncurred for employee termination benefits and costs incurred for vacated premises We anticipate that future cash requirements associated with the
separation plan will be approximately $0 | million, the uming of which 1s contingent ‘upon the actual termination date of the remaining employees The final cash
payment to be recorded agamnst this reserve 1s expected to occur in March 2006 However, should TelePacific exercise 1ts option to extend the term of the TSA, we may
incur additional employee termination benefit costs and the timing of our final cash payments under the restructuring plan would be extended

The following table shows our financial performance for the three and nine months ended September 30, 2005 and 2004

|
Three Months Ended Nine Months Ended

September 30, | September 30,
2005 2004 2005 2004
(unaudited) (unaudited) (unauldlted) (unaudited)
(Dolars 1n thousands) (Dollars 1n thousands)
Total revenue $22,383 $ 31,652 !5 72,383 § 88912
Net (loss) Income $ (126) $(3.127) '$ 14,898 $(19,397)
(Loss) income per share diluted $ (000) $ (009) l $ 038 $ (053)

We denive our revenues from monthly recurring charges, usage charges and amortization of initial non-recurring charges Since the sale of substantially all of the
enterprise customer base on March 11, 2005, we provide services primanly to SP customers Monthly recurring charges include the fees paid by customers for lines
service and additional features on those lines, as well as equipment collocation services ' Usage charges consist of fees paid by end users for each call made, fees paid
by our customers as intercarrier compensation for completion of their customers' calls thr'ough our network, and access charges paid by carners for long distance traffic
terminated on our network Initial non-recurring charges consist of fees paid by end users for the installaton of our service These payments and related costs are
recognized as revenue and expense ratably over the term of the service contracts, which s generally 24 to 36 months We recogmize revenue when there 1s persuasive
evidence of an arrangement, delivery of the product or performance of the service has occurred, the selling price 1s fixed or determinable and collectability 1s reasonably
assured

We have carrier customers who pay us to terminate their originating call traffic on our network These payments consist of meet point access charges, third party
transit traffic and intercarrier compensation payments, collectively referred to as intercarrier compensation [ntercarrier compensation payments are a function of the
number of calls we terminate, the minutes of use associated with such calls and the rates at which we are compensated by the carriers origmating the calls Intercarrier
compensation payments have historically been a significant portion of our revenues but the intercarrier payments are not currently a targeted customer Intercarrier
compensation payments accounted for approximately 39 6% and 28 8% of our total revenues for the nine months ended September 30, 2005 and 2004, respectively
Although the rate at which we believe we will be compensated by the carriers 1n 2005 1s expected to be consistent with 2004, the sale of our enterprise customer base to
TelePacific may affect the percentage of total revenues represented by intercarrter compensation 1n 2005 The failure, for any reason, of one or more carriers from which
we ordinanily receive intercarrier compensation payments to make all or a significant poru;on of such payments would adversely affect our financial results

Our right to receive intercarrier compensation payments from other carriers, as well as the right of CLECs and other competitors to receive such payments 1s the
subject of numerous regulatory and legal challenges For example, in 2003, Venzon and SBC adopted the Federal Communications Commission’s, or FCC’s, Intercarrier
ISP Compensation Order The FCC ISP order introduced a series of declining ntercarrier compensation pricing tiers for minutes of use, at rates starting below the rates
previously negotiated in our interconnection agreements (ICAs) with both carriers The lowest pricing tier specified by the FCC ISP order was reached on June 15, 2003
and will remain 1n effect untl such ime that a replacement FCC ISP order may become effective Additionally, the FCC ISP order introduced artificial annual growth
limits on compensable minutes of use subject to intercarrier compensation based on the composition and balance of traffic between carriers The FCC ceased enforcing
the growth cap in October 2004 :

On October 20, 2004, we filed a formal complant with the Cahfornia Public Utihties Commnssnon ("CPUC") agamst AT&T [n the complaint proceeding, we alleged
that AT&T owed us over $7 0 mullion for traffic terminated by us on behalf of AT&T, plus late payment fees On September 19, 2005, the presiding heanng officer
released a decision granting our complaint in all regards, except for our claim for late payment fees On October 19, 2005, AT&T filed an appeal with the CPUC, claiming
the deciston was 1n error  We filed a simultaneous appeal with the CPUC, asking for a‘pproval of late payment fees The CPUC has not established a schedule for
resolving the appeals, affecting the timing, and potentially the collectability of these amounts

As technology continues to evolve with the corresponding development of new products and services, there 1s no guarantee we will retain our customers with our
exisung product and service offerings or with any new products or services we may develop 1n the future Traditional dial-up access to the Internet, although a mature
technology, remains a large target market for us Major segments of this market may experience migration to broadband access technologies where available and
competitively priced While we remain focused on serving the needs of our customers who provide dial-up access to their end-users, with the evolution of new
technologies many new Internet protocol (IP) applications are now available, such as VolP, which have presented us with new product development and sales
opportunitics We are developing and overlaying new products and services that take advantage of these new technologies to further increase the utilization of our
network and expect our planned national expansion will present additional sales opportunities




Competition 1n the communication services market has resulted in the consolidation of companies 1n our industry, a trend we expect to continue In order to grow
our business and better serve our customers, we continue to consider new business strategies, such as our planned national expansion, and including, but not hmited
to, potential acquisitions, partnerships, or new business services We believe that the statewide footprint of our network, which encompasses all of the major
metropolitan areas of Califorma, and our planned expansion, provides us with a significant competitive advantage that will enable us to successfully compete in the
future, but we cannot guarantee that we will be able to sustain continued growth

Apphication of Critical Accounting Policies i

Crinical Accounting Policies The preparation of financial statements 1n conformity with accounting principles generally accepted 1n the United States of America
requires management to make estimates and assumptions that effect the reported amounts of assets and habihues, disclosure of contingent assets and habilities, and
reported amounts of revenues and expenses for the reporting period We constder the follbwmg accounting policies to be critical policies due to the esttmation
processes involved 1n each

* revenue recognition,

* provision for doubtful accounts receivable,
* estimated settlement of disputed billings,

+ impairment of long-lived assets, and

« warrant valuation

By their nature, these judgments are subject to an inherent degree of uncertainty Thus, actual results could differ from estimates made and these differences could
be material

Revenue Recognition We recognize revenue when
» there 1s pervasive evidence of an arrangement,
* delivery of the product or performance of the service has occurred,

« the selling price is fixed and determined, and

» collectibility 1s reasonably assured |

Non-refundable up-front payments received for mstallation services and related costs are recognized as revenue and expense ratably over the term of the service
contracts, generally 24 to 36 months :
!

Revenues from service access agreements are recognized as the service 1s provided, except for intercarrier compensation fees paid by our intercarrier customers for
completion of their customers’ calls through our network, and access charges paid by carriers for long distance traffic terminated on our network Our night to receive
this type of compensation 1s the subject of numerous regulatory and legal challenges Until all 1ssues affecting a given 1tem of revenue are resolved, we will continue to
recognize Intercarrier compensation as revenue when the price becomes fixed and determnpable and collectibility 1s reasonably assured

I

Some ILECs with which we have interconnection agreements have withheld payments from amounts billed by us under their agreements The process of collection
of intercarner compensation can be complex and subject to interpretation of regulations and laws This can lead to the requirement for negotiated settlements between

us and the ILEC where we agree to accept a portion of what we believe 1s owed to us These settlements generally reflect the mutual agreements of both parties that
exist at the date of the settlement




Provision for doubtful accounts recervable Provisions for allowances for doubtful
« historical collection experience,
« customer delinquencies and bankruptcies,

« information provided by our customers,

« observance of trends 1n the industry, and

!
» other current economic conditions |
|
Accruals for disputed billings During the ordinary course of business, we may be bil

In such instances, we may dispute with the appropriate vendor and withhold payment unti

ccounts receivable are eshmated based upon

led for carner traffic for which management believes we are not responsible
| the matter 1s resolved Qur current disputes are primanly related to incorrect

facility rates or incorrect billing elements we believe we are being charged Management regularly reviews and monitors all disputed stems and, based on industry

experience, records an accrual that represents what we estimate that we owe on the disput
often times the state Public Utlities Commission must become involved to arbitrate such
to appeal

ed billings Although we continue to actively try to expedite resolutions,
agreements This process 1s often not timely and resolutions are often subject

Long-lived assets In 2002, we adopted Statement of Financial Accounting Standards (SFAS) No 144, “*Accounting for the Impairment or Disposal of Long-Lived

Assets " We evaluate our long-lived assets when events or changes in circumstances ind
Recoverability of assets to be held and used 1s measured by a comparison of the carrying

1cate that the carrying amount of such assets may not be fully recoverable
amount of an asset to the future undiscounted cash flows expected to be

generated by the asset When we consider an asset to be impaired, 1t 1s written down to its estimated fair market value This 1s assessed based on factors spectfic to the
type of asset In assessing the recoverability of these assets, we make assumptions regarding, among other things, estimated future cash flows to determine the fair
value of the respective assets If these estimates and the related assumptions change 1n the future, we may be required to record additional impairment charges for

these assets

Warrant Valuation During the quarter ended March 31, 2005, we performed an intefnal evaluation of the warrants related to the Semor Secured Note We used the
Black Scholes model to value the warrants at March 11, 2005 This valuation was use((i to record the value of the warrants related to the prepayment of the Senior

Secured Note

Results of Operations

Quarter Ended September 30, 2005 Compared to the Quarter Ended September 30, 200

Our significant revenue components and operational metrics for the quarters ended Se

i
Three Months Ended i

September 30,
2005 2004 % Ch!

4

ptember 30, 2005 and 2004 are as follows

ange

(unaudited) (unaudited) .

(Dollars in millions)

Revenues

Intercarrier compensation $108 $108
Direct billings to SP customers 83 106
Direct billings to enterprise customers - 49
Other 33 54
Total revenues $224 $317

Operational metrics-
Minutes of use (in billions) 122 13

Consolidated revenues decreased 29 3% to $22 4 million in the quarter ended Septemb
revenue was primarily the result of a decrease of $4 9 million 1n direct billings to enterp
quarter of 2005, 1n addition to lower direct billings to SP customers and other revenues

0 0%
@1 71%
(100 0)%
(389)%
(293)%

80%

er 30, 2005 from $31 7 million during the same peniod in 2004 The decrease in
rise customers due to the sale of the enterprise customer base during the first




Intercarrier compensation remained constant at $10 8 million for both the quarter ended September 30, 2005 and the same period in 2004 Although total
ntercarrier revenues remained constant, 2004 revenues were reduced due to payments that were withheld resulting from an interpretation of a FCC ISP order that
introduced artificial annual growth Iimits on compensable minutes of use subject to intercarrier compensation based on the composition and balance of traffic between
carriers This was primarily offset by more revenues resulting from setilements received in 2004 than in 2005

Direct billings to SP customers decreased 21 7% to $8 3 million 1n the quarter ended September 30, 2005 from $10 6 million during the same period 1n 2004 primanly
due to disconnections of lines

Direct billings to enterprise customers decreased $4 9 milhion to $0 1n the quarter ended September 30, 2005 compared to the same period 1n 2004 due to the sale
of substantially all of our enterprise customer base during the first quarter of 2005

Other revenues decreased 38 9% to $3 3 million in the quarter ended September 30, 2005 from $5 4 million during the same period in 2004 The decline 1s
principally due to a decrease 1n outbound local and long distance revenues primarily due to a decrease 1n minutes of use resulting from the sale of substantally all of
our enterprise customer base As a result of this sale we expect these revenues to continue to decrease in future periods

Minutes of use increased 8 0% to 12 2 billion 1n the quarter ended September 30, 2005 compared to | | 3 billion during the same period 1n 2004 primanly due to an
increase 1n minutes of use from intercarriers

The significant costs and expenses for the quarters ended September 30, 2005 and 2004 are as follows

Three Months Ended
September 30,
2005 2004 % Change
(unau;dned) (unaudited)
(Dollars in millions)

Costs and expenses:

Network expenses (exclusive of depreciation shown separately below) $96 $85 129 %
Selling, general and administrative 130 145 (103) %
Reimbursed transition expenses ! 45) - -

Depreciation and amortization ! 34 78 (564) %
Restructuring charges ) - 01 (1000) %
Total costs and expenses . 8215 $309 (304) %

Consolidated network expenses increased 12 9% to $9 6 million 1n the quarter ended September 30, 2005 compared to $8 5 million during the same period 1n 2004
pnmanly due to more negotiated supphier credits 1n 2004 than 1n 2005 :

Consolidated selling, general and administrative expenses decreased 10 3% to $13 0 million m the quarter ended September 30, 2005 from $14 5 mullion during the
same period 1 2004 The decrease was primanly due to the decrease in employees, primarily sales employees, as a result of the sale of the enterprise customer base
during the first quarter of 2005

|
Reimbursed transition expenses were $4 5 million in the quarter ended September 30 2005 and no such reimbursed expenses were recorded dunng the same period
in 2004 The reimbursed transition expenses relate to network and administrative services provided to TelePacific 1n accordance with the TSA Costs billed under the
TSA are based upon estimated costs to us, and we anticipate that no profit will be recogmzed on the services performed under the TSA The enterprise services are
provided by the same network assets and maintained and operated by the same emp10)'lee base as other services provided by us until TelePacific can transition the
enterpnse customer base onto its own network As such, our common network serv:ces or expenses cannot be segregated based upon the services provided and
therefore the estimated costs have primarily been billed based upon a fixed fee per type of service or transaction Due to the inseparability of our network, the absence

of identifiable shared costs, and as no network assets were sold to TelePacific, we delermmed the assets sold did not constitute discontinued operations
|

Estimates and assumptions are used 1n setting depreciable lives Assumptions are based on internal studies of use, industry data on average asset lives,
recognition of technological advancements and understanding of business strategy Consohdated depreciation and amortization expense decreased 56 4% to $3 4
muillion 1n the quarter ended September 30, 2005 from $7 8 million during the same penod n 2004 The decrease in depreciation and amortization expense was primarily
due to recording a non-cash asset impairment charge of $54 6 milhion for our tangible assets during the fourth quarter of 2004 The impairment resulied 1n a new cost
basis for these assets resulting 1n a reduction of gross property and equipment As a resuh future deprecation expense 1s expected to be less for the affected assets
than 1n prior years In addition, as part of the sale of substantially all of our enterprise customer base during the first quarter, we sold property and equipment with a net
book value of approximately $3 0 miliion |

t
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There was $24,000 of restructuring charges recorded in the quarter ended September 30, 2005 as compared to $0 I million during the same period in 2004
Restructuring charges for the quarter ended September 30, 2005 related primarily to the completion of the sale of substanually all of our enterprise customer base
primarily for employee termination benefits and rent expense for vacated premises We anticipate that future cash requirements associated with the separation plan will
be approximately $0 | million, the iming of which 1s contingent upon the actual termination date of the remaining employees The final cash payment to be recorded
agamst this reserve 1s expected to occur 1n March 2006 However, should Te]ePac:ﬁc!exercnse its option to extend the term of the TSA, we may incur additional
employee termination benefit costs and the timing of our final cash payments under the r'estructurmg plan would be extended Restructuring charges were $0 | million
for the quarter ended September 30, 2004 These charges related to adjustments to estimated costs of previously announced restructuring plans, and did not represent
new restructuring activities !

Consolidated income from operations remained constant at $0 8 million for both the quarter ended September 30, 2005 and the same period in 2004 primarily due to
the factors discussed 1n the preceding paragraphs

Consolidated interest expense, net decreased 64 5% to $1 | million in the quarter elnded September 30, 2005 from $3 | million during the same period in 2004
primanly due to the termination of the discount accretion on the extinguishment of the|senior secured note Interest expense, net 1s expected to decrease during the
remainder of 2005 due to this extingmishment Our interest expense, net was as follows

Three M('Jnths Ended

September 30,
2005 2004
(unaudited) ’ (unaudited)
(Dollars u;\ thousands)
Interest on Senior Notes $1.218 $1,218
Accreted discount on Senior Secured Note } - 1,412
Amortization of deferred financing costs 50 182
Other interest expense ‘5 379
Less interest income (182) (118)
Interest expense, net $1.091 §3.073

For the quarters ended September 30, 2005 and 2004, our effective income tax rates were 40 0% and 0 0%, respectively

Consolidated net loss was $0 1 million in the quarter ended September 30, 2005 compa'red to a net loss of $3 1 million during the same period in 2004 primanly due to
the factors discussed 1n the preceding paragraphs !

Nine Months Ended September 30, 2005 Compared to the Nine Months Ended September 30, 2004
]

1
Our significant revenue components and operational metrics for the nine months ende;d September 30, 2005 and 2004 are as follows

|

Nine Months Ended i
September 30, i
2005 2004 %.Change
(unaudited) (unaudited) l
|

]

!

(Dollars 1n mullions)

Revenues

Intercarner compensation $287 5256 12 1%

Direct billings to SP customers 281 321 . (12 5)%

Direct billings to enterprise customers 48 145 (66 9)%

Other 108 167 1 (353)%

Total revenues $724 $889 l (18 6)%
|

Operational metrics: l

Minutes of use (in billions) 366 328 I 11 6%

Consolidated revenues decreased 18 6% to $72 4 million in the nine months ende]d September 30, 2005 from $88 9 million duning the same period 1n 2004 The
decrease 1n revenue was primanly the result of a decrease of $9 7 million direlt billings to enterprise customers in addition to lower direct billings to SP
customers and other revenues |




Intercarnier compensation increased 12 1% to $28 7 million 1n the nine months ended September 30, 2005 from $25 6 million during the same period in 2004
This increase was primanly related to increased minutes of use in 2005, and revenues in 2004 were reduced due to payments that were withheld resulting from an
interpretation of a FCC ISP order that mtroduced artificial annual growth limits on compensable minutes of use subject to intercarrier compensation based on the
composition and balance of traffic between carriers This increase was partially offset by more revenues resulting from settlements received 1n 2004 than 1n 2005

Direct billings to SP customers decreased 12 5% to $28 | mullion in the nine months ended September 30, 2005 from $32 | million during the same period 1n 2004
primanly due to disconnections of lines |

Direct billings to enterprise customers decreased 66 9% to $4 8 million in the mn'e months ended September 30, 2005 from $14 5 milhion during the same period
n 2004 due to the sale of substantially all of our enterprise customer base during the first quarter of 2005

Other revenues decreased 35 3% to $10 8 million 1n the nine months ended Septer'nber 30, 2005 from $16 7 milhion dunng the same period in 2004 The dechine 1s
principally due to a decrease in outbound local and long distance revenues primarily due to a decrease 1n minutes of use resulting from the sale of substantially all
of our enterprise customer base 1n the first quarter of 2005 As a result of this sale we expect these revenues to continue to decrease 1n future periods

Minutes of use increased 11 6% to 36 6 billion 1n the mne months ended September 30, 2005 compared to 32 8 billion during the same period 1n 2004 primanly
due to an increase 1n minutes of use from intercarriers

The sigmificant costs and expenses for the nine months ended September 30, 2005 and 2004 are as follows

Nine Months Ended
September 30,
2005 2004 % Change

(una;udned) (unaudited)
(Dollars (n mitlions)

Costs and expenses:

Network expenses (exclusive of depreciation shown separately below) $299 $302 10) %
Selling, general and admimistrative 401 430 67 %
Reimbursed transition expenses (73) - -
Depreciation and amortization 103 249 (586) %
Restructuring charges 06 05 200 %
Total costs and expenses $7136 $986 254) %

Consolidated network expenses decreased 1 0% to $29 9 million 1n the nine months ended September 30, 2005 from $30 2 milhion dunng the same period 1n 2004
primanly due to network efficiencies, partially offset by more negotiated supplier credits in 2004 than 1n 2005

Consolidated selling, general and administrative expenses decreased 6 7% 10 $4:0 | million in the nine months ended September 30, 2005 from $43 0 million
during the same period 1n 2004 The decrease was primarily due to the decrease 1n employees, primarily sales employees, as a result of the sale of the enterprise
customer base during the first quarter of 2005

Reimbursed transition expenses were $7 3 mullion n the nine months ended Septlember 30, 2005 and no such reimbursed expenses were recorded during the
same period 1in 2004 The resimbursed transition expenses relate to network and administratve services provided to TelePacific in accordance with the TSA Costs
billed under the TSA are based upon estimated costs to us, and we anticipate that no profit will be recognized on the services performed under the TSA The
enterprise services are provided by the same network assets and maintained and ope;rated by the same employee base as other services provided by us until
TelePacific can transition the enterprise customer base onto 1ts own network As suqh, our common network services or expenses cannot be segregated based
upon the services provided and therefore the estimated costs have primarily been bllled based upon a fixed fee per type of service or transaction Due to the
imseparability of our network, the absence of 1dentifiable shared costs, and as no ne!work assets were sold to TelePacific, we determined the assets sold did not
constitute discontinued operations i
'

Esumates and assumptions are used in setting depreciable lives Assumpuons are based on mnternal studies of use, industry data on average asset hves,
recognition of technological advancements and understanding of business strategy Consohdated depreciation and amortization expense decreased 58 6% to $10 3
million 1n the nine months ended September 30, 2005 from $24 9 million during the same period in 2004 The decrease in depreciation and amortization expense was
primanly due to recording a non-cash asset impatrment charge of $54 6 million for our tangible assets during the fourth quarter of 2004 The impairment resulted 1n a
new cost basis for these assets resulting 1 a reduction of gross property and equipment As a result, future depreciation expense 1s expected to be less for the
affected assets than in prior years In addition, as part of the sale of substantially alljof our enterprise customer base during the first quarter, we sold property and
equipment with a net book value of approximately $3 0 milhon
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Restructuring charges were $0 6 million 1n the nine months ended September 30, l2005 as compared to $0 5 million during the same period 1n 2004 Restructuring
charges for the nine months ended September 30, 2005, related primanly to the completion of the sale of substantially all of our enterprise customer base primarily
for employee termination benefits and rent expense for vacated premises We anncnp}ate that future cash requirements associated with the separation plan will be
approximately $0 1 mullion, the iming of which 1s contingent upon the actual termination date of the remaining employees The final cash payment to be recorded
against this reserve 1s expected to occur in March 2006 However, should TelePacnﬁc!exercnse its option to extend the term of the TSA, we may incur additional
employee termination benefit costs and the timing of our final cash payments under the restructuring plan would be extended Restructuring charges were $0 §
milhion for the nine months ended September 30, 2004 These charges related to adjustments to estimated costs of previously announced restructuring plans, and
did not represent new restructuring activities

Consolidated loss from operations improved to $1 3 million 1n the nine monthslended September 30, 2005 from $9 7 mullion during the same period 1n 2004
primarily due to the factors discussed 1n the preceding paragraphs

Consolidated interest expense, net decreased 41 3% to $5 2 million in the nine months ended September 30, 2005 from $8 9 million during the same penod 1n
2004 due to the termination of the discount accretion on the extinguishment of the Senior Secured Note [nterest expense, net 15 expected to decrease during the

|

remainder of 2005 due to this extinguishment Our nterest expense, net was as follows

Nine Months Ended

Septembler 30,
2005 | 2004

(unaudited) (unaudited)
(Dollars n thousands)

Interest on Senior Notes $ 3,655 l $ 3,668
Accreted discount on Senior Secured Note 1,262 3.990
Amortization of deferred financing costs 255 521
Less interest income (498) (253)

$5,198 §$ 8,852

Interest expense, net

i
Other mterest expense 524 | 926
l

During the nine months ended September 30, 2005, we recorded a gain of $24 1 million from the sale of substantially all of our enterprise customer base that
occurred during the first quarter of 2005

On March 11, 2005, pursuant to the terms of a Payoff Letter, by and between us and Deutsche Bank, we utilized $26 9 million of the proceeds from the sale of
substantially all of our enterprise customer base to TelePacific, as well as $13 8 milhion cash on hand, to prepay i full the Senior Secured Note (including all
outstanding principal and accrued and unpaid interest) [n addition, pursuant to the terms of the Payoff Letter, we retired the related warrants to acquire up to
26,666,667 shares of our common stock 1n connection with the Senior Secured Note, which decreased additional paid 1n capial by approximately $13 5 million The
prepayment of the Sentor Secured Note and the retirement of the related warrants resulted 1n a $2 I million loss on the extingwishment of debt

For the nine months ended September 30, 2005 and 2004, our effective income tax rate was 2 9% and 0%, respectively

Consolidated net income was $14 9 million in the nine months ended September 30, 2005 compared to a net loss of $19 4 million during the same period n 2004
primarily due to a $24 | million gain related to the sale of the enterprise customer base in addition to the items noted 1n the preceding paragraphs
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Quarterly Operating and Statistical Data-

The following tables summarize the unaudited results of operations as a percentage of revenues for the three and nine months ended September 30, 2005 and
2004 The following data should be read 1n conjunction with the unaudited condensed consolidated financial statements and notes thereto included elsewhere 1n

this report

Three Months Ended Nine Months Ended
September 30, September 30,
2005 2004 2005 2004
(unaudited) (unaudited) (unaudited) (unaudited)

Consolidated Statements of Operations

Data:

Revenue 100 0% 100 0% 100 0% 100 0%
Network expenses (exclusive of depreciation shown separately below) 43 0% 27 0% 41 3% 339%
Selling, general and administrative expenses 58 1% 45 7% 55 4% 48 3%
Reimbursed transition expenses (20 0)% -% (10 )% -%
Depreciation and amortization expenses 150% 24 5% 14 3% 28 1%
Income (loss) from operations 37% 25% (1 8)% (109)%
Net income (loss) (06)% 9 9% 20 6% 21 8)%

The following table sets forth unaudited statistical data for each of the specified quarters of 2005 and 2004 The operating and statistical data for any quarter

are not necessarily indicative of results for any future period

Three Months Ended
2005 | 2004
Sept 30, June 30, | March 31, Dec. 31, Sept. 30,

(unaudited) (unaudited) (unaudited) (unaudited) (unaudited)
Ports equipped 1,054,848 1,052,400 1,052,400 1,052,400 998,400
Quarterly minutes of use
switched (1n billions) 122 122 122 119 113
Capital additions
(1n thousands) $3.259 $1.575 $ 1,600 $1,205 $ 1,758
Employees 273 248 250 373 392

Liquidity and Capital Resources-

Sources and use of cash At September 30, 2005 cash and short term mvestments decreased $18 8 mullion to $24 0 mullion from $42 8 million at December 31,
2004 The decrease was primarily due to the prepayment of the $40 0 million Semlor Secured Note (including all outstanding principal and accrued and unpaid
interest) with cash on hand and proceeds of $26 9 million from the sale of substantially all of the enterprise customer base to TelePacific

Net cash provided by operating activities was $5 0 million for the nine months ended September 30, 2005 compared to $5 8 million 1n the same period 1n 2004

The decrease was primarily due to decreased revenues 1n 2005 as compared to 2004

related to the sale of our enterprise customer base during the first quarter of

2005 Lower network and selling and general admimistrative expenses for the period ended September 30, 2005 compared to the same period in 2004 offset a portion

of this revenue decrease

Net cash provided by investing acttvittes was $20 8 million for the nine months ended September 30, 2005 compared to net cash used 1n investing activities of
$19 4 milhion during the same period 1n 2004 The net cash provided by investing activities during 2005 was primarily due to proceeds of $26 9 million from the sale

of substantially all of our enterprise customer base to TelePacific during the first
primanly due to purchases of short-term investments

quarter of 2005 The net cash used in investing activities during 2004 was

Net cash used in financing activities was $41 | nullion 1n the nine months ended September 30, 2005 compared to net cash provided by of $31,000 for the same
period in 2004 The net cash used in financing activities during 2005 was primarily due to the prepayment of the Senior Secured Note with proceeds from the sale of
the enterprise customer base of $26 9 million and cash on hand of $13 8 million during the first quarter of 2005
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Cash requirements The telecommunications service business 1s capital intensive Our operations have required the expenditure of substantial amounts of
cash for the design, acquisition, construction and implementation of our network We continue to seek further ways to enhance our infrastructure n 2005 and
beyond As a result of various capital projects and our business plan, as currently contemplated, we currently anticipate making capital expenditures, excluding
acquisitions, of approximately $25 million for the next 12 months However the actual cost of capital expenditures will depend on a vanety of factors Accordingly,
our actual capital requirements may exceed, or fall below, the amount described above

We anticipate that future cash requirements associated with the separation plan due to the sale of substantially all of our enterprise customers will be
approximately $0 1 million, the timing of which 1s contingent upon the actual termination date of the remaining employees The final cash payment to be recorded
against this reserve 15 expected to occur 1n March 2006 However, should TelePacific exercise its option to extend the term of the TSA, we may incur additional
employee termination benefit costs and the timing of our final cash payments under the restructuring plan would be extended

Duning the normal course of business, we may enter into agreements with some suppliers, which allow these suppliers to have equipment or inventory
available for purchase based upon criteria as defined by us As of September 30, 2005, we did not have any matenal future purchase commitments to purchase
equipment from any of our vendors

Debt outstanding At September 30, 2005 and December 3!, 2004 long-term debt and capital lease obligations consist of the following

September 30, December 31,
2005 ' 2004

(unaudited)
(Dollérs in thousands)

Senior Notes $ 36,102 $36,102
Senior Secured Note, net of discount of $16,134 - 24,500
Capital lease obligations 1765 1,285
Notes payable 5974 6,040
Less current portion of notes payable and capital leases (3.468) (2.889)

$39.373 $65,038

i
The Semior Notes, of which there 1s $36 1 milhon 1n principal amount outstanding at September 30, 2005, bear interest at 13 5% per annum payable 1n
semiannual installments, with all principal due in full on February 1, 2009 ,

The Senror Secured Note, which was imtially 1ssued 1n the principal amount of $f10 0 million, accrued interest at a rate of LIBOR plus 0 5%, and was to mature
December 2006 On March 11, 2005, pursuant to the terms of the Payoff Letter by and between us and Deutsche Bank, we utilized $26 9 million of the proceeds from
the sale of substantially all of our enterprise customer base to TelePacific as well as $13 8 million cash on hand, to prepay in full the Sentor Secured Note (including
all outstanding principal and accrued and unpaid interest) In addition, pursuant to the terms of the Payoff Letter, we retired the related warrants to acquire up to
26,666,667 shares of our common stock 1n connection with the Senior Secured Note, which decreased additional paid 1n capital by approximately $13 5 million The
prepayment of the Semor Secured Note and the retirement of the related warrants resulted in a $2 | million loss on the extinguishment of debt

In May 2005, we entered into a secured borrowing arrangement with Merrill Lynch Caputal pursuant to which we borrowed $1 9 mitlion at a fixed rate of 8 6%
The principal and accrued interest are payable in 36 consecutive monthly installments which commenced July 1, 2005 We have the option to prepay the
outstanding balance after 18 months but prior to 24 months subject to a premium of 3%, and 1f paid thereafier, accompanied by a premium of 1% The borrowing
arrangement 1s secured by telecommunications switching and computer equipment As of September 30, 2005, the principal balance of $1 8 million 1s included under
Notes payable in the above table

Recent borrowing arrangement On November 9, 2005, we entered into a Loan and Security Agreement (Loan Agreement) with Comerica Bank (Bank), which
provides for up to $5,000,000 of revolving advances and up to $15,000,000 of term loans

The Loan Agreement provides for the Bank to make revolving advances to us not to exceed the lesser of $5,000,000 or 80% of our eligible accounts receivable
until November 9, 2007, at which time all revolving Joans are immediately due and payable The Loan Agreement also provides for the Bank to make one or more
term loans to us 1n two tranches, Tranche A and Tranche B, which shall be used to finance capital expenditures and acquisitions and/or to refinance our Semor
Notes due 1n 2009 The term loans made pursuant to the Loan Agreement shall not exceed $15,000,000 1 the aggregate, and shall also not exceed the following
hmitations (1) 100% of the invoice amount of capital expenditures on equipment approved by the Bank from tme to time to be purchased by us, excluding
software, taxes, shipping, warranty charges, freight discounts and installation expense (collectively, “Soft Costs™), (2) $4,500,000 toward the mnvoice amount of
aggregate Soft Costs (in the case of (1) and (2), which we shall, in any case, have purchased or expended since June 1, 2005), (3) $5,000,000 toward the purchase of
the Senior Notes, and (4) $5,000,000 in the aggregate at any time for strategic acquisitions Any such term loans made through June 9, 2006 may be made as
Tranche A term loans After June 9, 2006, no further Tranche A term loans shall be made, and any such terms loans outstanding under Tranche A on June 9, 2006
shall be payable 1n thirty-one (31) equal monthly nstaliments of principal, plus all accrued interest, beginning on July 1, 2006 until paid in full Term loans made
from June 9, 2006 to January 9, 2007 shall be made as Tranche B term loans After January 9, 2007, no further Tranche B term loans shall be made, and any such
term loans outstanding under Tranche B on January 9, 2007 shall be payable in twenty-four (24) equal monthly installments of principal, plus all accrued interest,
beginning on February 1, 2007 unul December 31, 2008, at which ime all term loans shall be immediately due and payable
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Rates for borrowing under the Loan Agreement are based, at our election, on an interest rate tied to a Eurodollar rate or the Bank’s prime rate Wath respect to
Eurodollar loans, the rate 1s 2 75% above Eurodollar for revolving advances and 3 25% above Eurodollar for term loans With respect to prime rate loans, the rate 1s
equal to the Bank's prime rate for revolving advances and 0 5% above the Bank’s prume rate for term loans

1

The Loan Agreement 1s secured by substantially all of our personal property The Loan Agreement contains usual and customary events of default for
facilities of this nature and provides that upon the occurrence of an event of default, the Bank may, among other things, accelerate the payment of all amounts
payable under the Loan Agreement and cease to advance money or extend credit Under the terms of the Loan Agreement, we are also required to maintain certatn
financial and restnictive covenants which limit, among other things, our abihity to incur additional indebtedness, create hens, acquire, sell or dispose of certam
assets, engage 1n certain mergers and acquisitions, pay dividends and make certain cépltal expenditures Borrowing under the Loan Agreement is subject to receipt
of specified regulatory approvals and the satisfaction of other customary conditions

|

Future uses and sources of cash Our principal sources of funds for the remainder of 2005 are anticipated to be current cash and short-term investment
balances and cash flows from operating activities We believe that these funds and the recent Loan Agreement will provide us with sufficient hquidity and capital
resources to fund our business plan for the next 12 months No assurance can be gﬁ/en, however, that this will be the case We may also seek to obtain leases or
additional lIines of credit to provide necessary funds There can be no assurance that additional lines of credit or leases will be made available to us on terms that
we find acceptable As currently contemplated, we expect to fund, among other things

|
« interest payments of approximately $5 million on Senior Notes and other notes,

» anticipated capital expenditures of approximately $25 0 million, and

* other note payable and capital lease interest payments of approximately $0 5 million

The foregoing statements do not take nto account (1) acquisitions, which, 1f made, are expected to be funded through a combination of cash and equity (1) the
repurchase of any of our remaining outstanding Semor Notes or (111) any potential payments made n respect of adjustments which may arnse from our ongoing tax
audits Depending upon our rate of growth and profitability, among other things, we may require additional equity or debt financing to meet our working capital
requirements or capital needs There can be no assurance that additional financing will be available when required, or, 1f available, will be on terms satisfactory to
us Key factors which could affect our hquidity include '

« future demand of our services,

« financial stabihity of our customers,

* outcomes of regulatory proceedings involving intercarrier compensation,
i

« capital expenditures,

» debt payments,

« capital lease repayments,

« loss of enterprise revenues due to the sale of our enterprise customer base,

* interest expense on debt, and

* development and market rollout of new service offerings ,
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISKS

The SEC's rule related to market risk disclosure requires that we describe and quantify our potential losses from market risk sensitive instruments
attributable to reasonably possible market changes Market risk sensitive nstruments nclude all financial or commodity instruments and other financial
mstruments that are sensitive to future changes 1n nterest rates, currency exchange rates, commodity prices or other market factors We are not exposed to market
risks from changes n foreign currency exchange rates or commodity prices We do not hold derivative financial instruments nor do we hold securities for trading
or speculative purposes Since the payoff of our Senior Secured Note on March 11, 2005, our remaining debt carries fixed interest rates Therefore, we are not
exposed 10 changes 1n 1nterest rates associated with our debt as of September 30, 2005

We are exposed to changes in interest rates on our mvestments in cash equivalents and short-term investments Approximately one-third of our
investments are 1n cash equivalents with original maturities of less than three months and the other two-thirds are 1n short-term investments with maturities of less
than 12 months A hypothetical 1% decrease 1n short-term interest rates would reduce the annuahized pretax interest income on our $24 0 mullion cash, cash
equivalents and short-term mvestments at September 30, 2005 by approximately $0 2 million

|
ITEM 4. CONTROLS AND PROCEDURES

As of the end of the period covered by this Report, the Company carried out an evaluation, under the supervision and with the participation of the
Company's management, including the Chief Executive Officer and Chief Financial Officer, of the effectiveness of the Company's “disclosure controls and
procedures™ (as defined in Rule 13a-15(e) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), in accordance with Rule 13a-15 of the
Exchange Act Based on that evaluation, the Chief Executive Officer and Chief Financial Officer, together with the other members of management participating 1n
the evaluation, concluded that the Company's disclosure controls and procedures are effective at the reasonable assurance level

There have been no changes 1n the Company'’s internal control over financial reporting that occurred during the quarter ended September 30, 2005 that have
matenally affected, or are reasonably likely to matenially affect, the Company’s internal control over financial reporting It should be recognized that the design of
any system of controls 1s based upon certain assumptions about the scope of the tasks to be performed and the environment in which the tasks are to be
performed As such, the Company's internal controls provide the Company with a reasonable assurance of achieving their intended effect
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i
PART II
OTHER INFORMATION

ITEM | Legal Proceedings

See Note 8 to the Unaudited Condensed Consolidated Financial Statements included elsewhere 1n this Form 10-Q and “Management's Discussion and
Analysis of Financial Condition and Results of Operations- Introduction” for a description of certain legal proceedings involving the Company

ITEM 6 Exhibits ‘

Exhibits

10 80 Agreement and amendment dated October 6, 2005 to (1) Asset Purchase Agreement, made as of December 17, 2004, as amended and (n)
Transition Services Agreement, made December 17, 2004 (certain confidential portions have been omutted and filed separately with the
Secunities and Exchange Commuission pursuant to a request for confidential treatment)

311 Certification by Henry R Carabelli, Chief Executive Officer purs.uanl to Section 302 of the Sarbanes-Oxley Act 0f 2002

i
312 Ceruification by H Ravi Brar, Chief Financial Officer and Vice President of Human Resources pursuant to Section 302 of the Sarbanes-Oxley

Act of 2002 l

1
321 Certification by Henry R Carabell1, Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxlcy Act of 2002
‘
I
322 Cerufication by H Ravi Brar, Chief Financial Officer and Vice President of Human Resources pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002 !

Note: ITEMS 2, 3, 4 and 5 are not applicable and have been omitted
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on 1ts behalf by the
undersigned, thereunto duly authorized on November 14, 2005 1

PAC-WEST TELECOMM, INC

/s/ Henry R Carabelli’

Henry R Carabelly
President and Chief Executive Officer

/s/H RaviBrar

H Ravi Brar .
Chief Financial Officer and Vice President of Human Resources

'
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